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GOING PUBLIC—THE END OF THE RAINBOW
FOR A SMALL BUSINESS?

THURSDAY, OCTOBER 14, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
SUBCOMMITTEE ON GOVERNMENT PROGRAMS AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to call, at 10:00 a.m., in room
2361, Rayburn House Office Building, Hon. Roscoe Bartlett [chair-
man of the subcommittee] presiding.

Chairman BARTLETT. Let me call to order the Subcommittee for
Government Programs and Oversight of the Small Business Com-
mittee.

I'm sorry that I was a few minutes late. C-SPAN just spent a
half hour with us talking about this subject. That was much appre-
ciated because the goal of our hearing today, the purpose is simply
to provide information to small businesses concerning the process
of going public.

And now, in addition to the information made available through
this subcommittee hearing, we have the audience of C-SPAN who
knows that we’re holding the committee hearing and who now
knows something about how to go about getting information for
going public.

It’s a pleasure to welcome you to this hearing of the Sub-
committee on Government Programs and Oversight of the House
Small Business Committee. I would especially like to thank those
of you that have traveled some distance to participate in this hear-
ing.

For many small businesses or a company that has begun as a
small business, going public can be the end of the rainbow, the cul-
mination of years of hard work and substantial monetary reward
for the owners of the business.

Few entrepreneurs going into business have not dreamed of
going public and being a company listed on a stock exchange. This
incentive may well be a major factor in the formation of business
enterprises and contribute to continued economic growth.

As a nation of opportunity, innovation and invention, business
formation should be encouraged. A number of factors need to be
considered by businesses considering whether to go public. It is an-
ticipated that this hearing will provide some of the answers to
these questions.

The panel of witnesses that are invited to this hearing were care-
fully selected for their recognized expertise in the process of listing
and selling securities on a public exchange. Your testimony and the
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testimony of the other panel members is a vital public service to
businesses, both large and small, throughout this country.

The committee is hoping to have as broad a distribution of the
testimony in electronic and hard copy form as is possible. Both
public and private assistance is available to businesses considering
going public. And it is hoped that the hearing will provide a public
forum for communicating those sources of information to busi-
nesses.

The committee is always open to suggestions of ways how to im-
prove or expand, where needed, federally funded information
sources and assistance. The committee would also appreciate new
legislative proposals.

The creation and expansion of small businesses are the fuel
which has generated and is sustaining our current economic
growth. America is the most prosperous nation in the world be-
cause our stock market encourages the creation of wealth by effi-
ciently directing capital from individual investors to reward both
the investors as well as the entrepreneurs, inventors and
innovators who produce and distribute new and better products
and services to meet people’s needs.

Again, welcome to our participants and guests. I look forward to
hearing your testimony on this most important subject.

And TI'd like also to welcome here on the dias my good friend
Duke Cunningham from California. And one of our witnesses is in
his district and we’d like to give him the opportunity now of intro-
ducing this witness.

Mr. CUNNINGHAM. Thank you, Chairman Bartlett and Ranking
Member Davis. I want to thank you for the opportunity to intro-
duce Mark Dankberg.

Mark is the Chief Executive Officer of ViaSat headquartered in
Carlsbad, which is right in the heart of my district, the North
County of San Diego. ViaSat’s is a high tech company specializing
in ultra high frequency communications for satellite.

Before this hearing I was talking to Mark. He went to Rice Uni-
versity and graduated in electrical engineering. But even more im-
portant, he started ViaSat in 1986 in a spare bedroom in his house.
The number of his employees quickly rose. Ten years later, he took
it public, which this hearing is about.

But by then, he had created almost 400 jobs and ViaSat had an-
nual sales of more than $70 million. Today ViaSat continues to be
one of our community’s leading companies and annually generates
more than $72 million dollars in revenue and has a strong work-
force.

Besides his work at ViaSat, Mark is an active member of our San
Diego community. He serves on the Board of Directors for San
Diego Telecom Council and is a member of the San Diego County
Council Regional Economic Task Force. He also is on the Board of
Directors at REMEC, a publicly traded manufacturer of microwave
products in San Diego, and Connected Systems, a privately held
high tech firm in Santa Barbara.

Mark’s a winner, a successful businessman. And I'm excited to
meet John Wall, who I just met here this morning, of NASDAQ.

But I thank you for the opportunity to introduce Mark Dankberg
and listen to his testimony, Mr. Chairman.
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Chairman BARTLETT. Thank you very much. Let me now recog-
nize Congressman Davis for his comments.

Mr. Davis. Thank you very much, Mr. Chairman. And let me,
first of all, commend you for calling this hearing.

I also want to commend you for the outstanding job that you just
did on C—SPAN not only in terms of answering questions related
to the subject matter, but also I appreciated the deft way that you
handled those that were unrelated.

I really think that you did an outstanding job and wanted to say
that to you.

It’s also a pleasure to note the presence of our distinguished col-
league, Mr. Cunningham, who is an outstanding leader and mem-
ber of the Congress. And, you know, there are a lot of folks who
wish they had the high tech valleys and communities to represent.

I always say that San Diego has to be the most beautiful city in
this country, with due respect to all of the other places, including
where I live.

But Mr. Chairman, as you know, I'm very concerned about small
and very small businesses and the critical role they play in the na-
tion’s economy. The country’s 22 million small businesses employ
more than half the nation’s work force and produce more than half
of its gross domestic product.

Small businesses are the source of most new jobs and most of the
innovation in our economy. On the back of the dollar bill, there is
an unfinished pyramid with a brilliant, glowing eye at the top. It
comes from the back of the great seal of the United States and it
was placed on the dollar bill by President Roosevelt in 1935.

In the middle of the Great Depression, when the growth of Amer-
ica was in sharp decline, the pyramid was meant to represent eco-
nomic strength and durability. The pyramid is unfinished to sym-
bolize the constant struggle to keep our economy strong.

But I think that’s what the exploration of small businesses going
public actually is a part of, and that is a part of the continuing ef-
fort to find new ways, new approaches, new opportunities, new pos-
sibilities for the American people to become an integral part of the
ownership of the greatness of our nation.

When the concept first sort of began to emerge, I had some
thoughts and reservations about it. But then, the more deeply that
I thought about it, it occurred to me that what we’re really talking
about are ways for individuals to become a part of the ownership
of something that, in all likelihood, they may never do individually.

And that’s why I'm such a great proponent of ESOPs; that is, the
employee owned businesses. And I guess that’s why I ride the air-
lines sometimes that I do. But it’s really a great concept. You're to
be commended for giving us the opportunity to look at it.

I certainly want to add my welcome to the distinguished panel
of witnesses and look forward to a great hearing.

Thank you very much.

Chairman BARTLETT. Thank you very much.

I'd just like to comment on one of the observations you made,
and that was that small businesses and very small businesses pro-
vide most of the new jobs. I mentioned this on C-SPAN a few mo-
ments ago. I'd like to repeat it here for the record.
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And I couldn’t believe these data until they were confirmed to
me. When we came out of the last recession, if you divide our com-
panies into categories relative to size from the largest down to the
smallest, companies of 5,000 and more employees produced a few
new jobs to bring us out of the recession.

No other group of companies, until you got down to the smallest,
produced any new jobs. And 90-some percent of all the new jobs
produced when we came out of the recession were produced by com-
panies with zero to four employees.

Now that’s small companies. And you know, Microsoft started
just that way, in a garage in New Mexico, I think, and they went
public and look where they are today. And so small business is not
only the energy that drives our society, it’s the engine that pro-
duces most of the new jobs when we need new jobs.

And the focus of our hearing today is simply to make public the
re%liirements, the benefits, the rewards, the challenges of going
public.

Let me welcome our witnesses: Mr. Brian Lane, Securities and
Exchange Commission from here in Washington; Mr. John Wall,
National Association of Securities Dealers, Washington; Mr. Mi-
chael Moe, Merrill Lynch & Co.; Mr. Keith Ellison, the Wharton
School, University of Pennsylvania; and Mr. Mark Dankberg, who
has already been introduced to us.

I want to thank you all very much for joining us, and we’ll start
now with Mr. Brian Lane.

Let me say that your testimony will be made a part of the record
and you can feel free to summarize. And then when you have all
finished, we will have an opportunity for questions and answers
and we’ll invite participation of the panel in addressing the con-
cerns and the testimony of other panel members.

We'll begin now with Mr. Brian Lane.

STATEMENT OF BRIAN LANE, DIRECTOR, DIVISION OF COR-
PORATE FINANCE, U.S. SECURITIES AND EXCHANGE COM-
MISSION

Mr. LANE. Thank you, Mr. Chairman, members of the sub-
committee.

My name is Brian Lane. I am the Director of the Division of Cor-
poration Finance at Securities and Exchange Commission. And the
Division of Corporation Finance, through its Small Business Office,
is at the forefront of the Commission’s efforts to help small busi-
nesses and deal with the regulation on going public.

What I thought I would do in my oral remarks is summarize
very briefly the mechanisms that exist for small business, the regu-
latory mechanisms for going public, and take a few moments to
mention some of the special programs that we have at the SEC and
outreach that we’ve done for small business.

As you noted, small businesses need to raise capital, but the cap-
ital raising process is a difficult one, as youll hear from other
members of the panel here. Initially, small businesses are going to
be raising capital from friends and family and from personal sav-
ings.

Then the entrepreneur may seek loans from others. If funds are
sort of sought through the sale of securities to the public, the SEC
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has what’s called a Seed Capital Rule, Rule 504, which allows an
entrepreneur to raise up to one million dollars free from federal
registration.

They would still have to satisfy state registration requirements.
And theyre permitted to raise up to one million dollars in a 12
month period without having to worry about registering with us.
Obviously they would be still subject to the anti-fraud rules
though, the federal anti-fraud rules.

If a company wants to sell stock in a non-public manner—for ex-
ample, to a so-called angel investor or someone like a venture capi-
talist or something like this—they’re permitted to raise unlimited
amount of money without registering with the SEC.

This is the so-called Private Placement Exemption. In the federal
securities laws, the investors receive restricted securities. It is the
difference that entrepreneurs find with the private placement
route.

If a company decides that it wants to raise money by selling se-
curities to its employees, you heard about ESOPs in the opening
program, note that the Commission adopted a rule, Rule 701,
which allows companies to sell—non-public, private companies to
sell securities to their employees with no cap.

It used to be up to a five million dollar cap. But they can sell
at a minimum of one million, regardless of their size, to their own
employees. If they sell over five million in the year to their employ-
ees, they have to provide some minimum disclosure documents.

So again, we give significant breaks to small companies selling
to their own employees who already have some knowledge, working
knowledge, of the company and, therefore, are in a better position
than just strangers to know about the company.

The next step in the company’s growth process is to sell securi-
ties to the public. If a company wants to raise more than one mil-
lion dollars a year beyond the seed capital exemption but less than
five million dollars, they can use what we call Regulation A, which
is an exemption from the registration requirements and it has
many advantages.

It has reduced reporting requirements. It permits unaudited fi-
nancial statements, no ongoing reporting obligations, and it per-
mits what we call a “testing the waters” provision.

Because the federal securities laws regulate offers rather than
sales, people are generally prohibited from just walking up without
a registration statement to say “if we wanted to sell securities,
might you be interested in investing in our company.”

You can’t do that unless you have a registration statement on file
with the SEC. But under Regulation A, you are permitted to test
the waters in advance; to go, before you spend money on hiring ac-
countants and lawyers and all of that, that you could walk around
to your suppliers, your customers, whatever and say “might you be
interested” and give some the details on that.

So that’s been a very popular program as well, and it’s a very
streamlined form to raise up to five million dollars. If you want to
go over five million dollars, this is sort of the next step of the evo-
lution, we have what we call Regulation SB, the initials for obvious
reasons.
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And that system is available for any U.S. or Canadian companies
that have less than $25 million in revenues and less than $25 mil-
lion dollars in public float, sort of the market capitalization that’s
held by the public out there. That’s what we consider at the SEC
a small business to be eligible to use this sort of streamlined disclo-
sure regime.

And they can continue to use it repeatedly as long as they stay
under the $25 million dollar thresholds. If they exceed the $25 mil-
lion thresholds, then they have to go and file like other public com-
panies, the more complete form.

In the past fiscal year, just in the past fiscal year, almost five
billion dollars has been raised on Form SB2, which allows raising
up to an unlimited amount of dollars under Regulation SB. It has
some streamlining, but it’s very close to typical prospectus that you
would see in a public offering.

So this is just an indication of how popular the program has been
for small businesses to actually raise money.

That’s kind of the—sort of the graduation from a small business
into a regular public company. Let me just take the last few mo-
ments to tell you about some of our special programs that we do
for small business because we do reach out to the small business
community to better tailor our regulatory system.

We host the only annual Federal Government sort of national
small business gathering. We do once a year and we’ve had it since
1982 where small businesses can come and tell federal and state
regulators how they need to change the rules and regulations and
how they impact them.

So we have been doing this now for 17 years. And many of these
recommendations that we have gotten from these annual forums
have led to SEC action in changing rules and making them easier,
things like Rule 701, to sell to your employees, and other sorts of
rules.

Since 1996, when I became director, we have significantly ex-
panded our Office of Small Business. And they review all the small
business filings, so we now have a special unit that does nothing
but review small business filings.

I have some of the staff behind me that work in that office. They
do nothing but spend that time. And it is really a group that takes
the extra time because small businesses sometimes have more
questions about how the regulatory structure works than General
Electric, for example.

So we have that. They also direct all the small business rule
making, interpretations, and answer all the phone call questions.
We also host town hall meetings across the country. This has been
a recent development. We have had 13 town hall—small business
town hall meetings in the last three years where we go around to
Kansas City, Austin, St. Louis and basically just do what we are
doing here today: tell people how the regulatory system works.

We usually invite the state regulator, the state securities com-
missioner, and we invite the SBA representative to come to talk
about their loan program. And small businesses have to know
about state registration because they do have to register with the
states if they are really small.
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And so we have found that to be really useful. And last I will
mention that we have a web site with special small business infor-
mation and we put out a pamphlet that we put out here on the
table that is called “Q&A: Small Business in the SEC,” which we
wrote in plain English, which is something that we’re pushing for
in prospectuses.

Everything you need to know about what regulations—I just
talked about today, Regulation SB, what is Regulation A, what are
my requirements if I go public, what do I have to do, what are the
considerations. And then phone numbers. You want to find out,
1:2:111((i to the state regulators and such, then this is a very helpful
guide.

The small business program, ACENet and what have you—and
I noticed the NASD has a guide here, too, that was on the table
that looked good about what you need to know.

So I'm happy to be here today to tell you about these kinds of
programs and I look forward to your questions.

[Mr. Lane’s statement may be found in the appendix.]

Chairman BARTLETT. Thank you very much.

Mr. Wall.

STATEMENT OF JOHN T. WALL, PRESIDENT AND CHIEF OPER-
ATING OFFICER, NASDAQ-AMEX INTERNATIONAL, NATIONAL
ASSOCIATION OF SECURITIES DEALERS, INC.

Mr. WALL. Thank you, Mr. Chairman.

We are delighted to have the opportunity to be here and talk to
your Committee on Small Business about the very important thing
of being able to bring companies public and seeking public funding
for the continued growth of these companies.

Often our citizens don’t get a chance to focus on the importance
of the fact that this country is blessed with strong financial mar-
kets, actually financial markets that are the envy of world financial
markets, because our markets have been able to produce more
what we call IPOs, new companies into the public market, than
any other market in the world.

The U.S. dominates this. In Nasdaq alone, since 1989, we have
brought over 4,200 new companies into the public markets. That
equals raising over $154 billion dollars in new capital to support
new businesses.

This would not be possible, however, without a strong infrastruc-
ture of the financial services industry, coupled with a very strong
regulatory structure. The partnership that we have in this country
between our industry, in terms of self regulation, and the Govern-
ment, in terms of SEC regulation, is a very important function be-
cause it gives confidence to the investors whose money we're seek-
ing to bring into these small businesses.

The customer protection, we believe, is a very, very important
factor and one that cannot be overlooked when we talk about public
monies because it is the investor’s money that we are reaching out
to use. We owe the investor information, we owe him strong finan-
cial information as well as disclosure in terms of how companies
are doing.

There are many benefits of going public. Obviously for the com-
pany, the growth aspects are the most important, the ability to go
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from stage to stage in terms of its own growth, the providing of
ownership to their own employees and also the ability to then use
that stock as an asset to acquire other companies and to merge
with other companies.

However, if you really look at the true macro benefits, there are
two that come immediately to our minds and two that we have sup-
ported since we began Nasdaq. The first is obviously job creation.
Job creation in the United States, as we heard earlier, is something
that small businesses do regularly and is overlooked.

There was a study done between 1990 and 1995 that showed one
out of every six new jobs in the United States was created by a
Nasdaq company. Nasdaq companies only account for less than one
percent of all companies in the United States, but that job growth
and that job creation came from these new companies coming into
the public markets. If you look at the Fortune 500 companies, you
will find that they lost over 200,000 jobs during that same period.
So this supports what you were saying in your introductory re-
marks, Mr. Chairman, as a very important factor.

When we created and started Nasdaq, our primary mission was
capital formation. And coupled with the SEC disclosure rules, we
opened our market to companies that didn’t have profits, compa-
nies that were just starting.

But as long as they disclosed to the investing public exactly
where they stood and how they were functioning, we felt that they
should have an opportunity to come into the public markets.

I can state that there are full industries that would not have
been built if it weren’t for this willingness to open the public mar-
kets to companies that did not have profits, industries such as the
biotech industry, industries such as the internet industry.

And much of our technology industry that has been created in
the last ten years would not have been founded if we did not open
our public markets this way. So Nasdaq has been at the forefront
of this in terms of the IPOs since 1989.

Over 82% of them came out of the Nasdaq marketplace, and if
you look at those 4,000 companies, it might be interesting to look
to see how they were segmented in size. Over 25% of those 4,000
companies raised only between four and ten million dollars. The
next 50% raised between $10 and $40 million dollars. And then the
balance of the remaining 25% raised anywhere between $40 million
and $4 billion dollars. But the preponderance is really in the small
area and, as a result, we found it was an opportunity to tier our
market into two groups.

We have a small cap marketplace and we have a national mar-
ketplace. And we do that to bring in small companies to let them
grow from one tier to the next and also to alert the investor that
they’re dealing either with a small cap company or a national mar-
ket company. The investor should know that because obviously
there has been, and will be, greater risk in some of the smaller
companies and they should know that at the time they are invest-
ing.

The criteria, or rather the model, of these IPOs is interesting. If
you look at 1997, we found most of the IPOs coming in with an av-
erage of about ten dollars in terms of public offering price. They
raised about $40 million dollars on average. They had assets of
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about $125 million dollars, revenues of about $50 million dollars,
and overall market cap after the offering of about $166 million dol-
lars. So that gives you a profile of what we see coming in as IPOs
into the Nasdaq marketplace. When you look at this, however, you
cannot just look at the benefits. You also have to look at the quid
pro quos, and it is not a one way street. Because when companies
reach the public markets, they have a responsibility. They are
reaching out to individual citizens’ pockets and they have to give
something back. We look at that as information.

They must be willing to not only share the benefits of their com-
pany, share with the investors that they have brought in, but they
also have to share immediate information so I, as the investor,
know exactly what’s happening in that company that I have put
my money in. And obviously that is a change of mind set for many
managers when they go from a private company into a public com-
pany.

Looking at this and looking at the beginning of IPOs in the be-
ginning stage of public companies, we also have to take a look at
the fact that we have a very strong venture capital market in this
country. Venture capital provides more than just money to young
companies. It provides mentoring. It provides managers who are
experienced, who then go on the boards of these companies, and
who help direct them to the next stage of growth, that being an
IPO in the public markets.

Last year, 52% of Nasdaq IPOs came with venture capital back-
ing. At that same time, 98% of all of the venture backed companies
came into the NASDAQ stock market. We find this is a very impor-
tant factor in the growth of the United States in its ability to raise
capital for young companies.

As a matter of fact, again, if you look worldwide, that is one of
the major assets that we have and that is why we see so many
companies, foreign companies, coming into the United States and
doing distributions of shares here because in the United States our
markets are open to this and we are open to providing capital.

Other forms of capital would be angel financing where you have
individual investors. But one of the biggest changes, and growth
areas, happens to be corporate ventures where you find major cor-
porations now investing in individual companies normally along
the same segment lines that that company is in, whether it be
technology, biotechnology, computer peripherals or whatever the
product is.

So we are finding new pockets and new avenues for companies
to raise capital. And again, what we call the beginning stage of
capital we feel is very important not only because it provides the
company money, but it also provides them tremendous guidance
that they need at that stage of their growth.

So we think that the market here in the United States is strong,
will continue to be strong, and the focus that you’re putting on this
is very beneficial. And it will not only be beneficial to new compa-
nies, but it will also be beneficial to the investors here in the
United States.

Thank you.

[Mr. Wall’s statement may be found in the appendix.]

Chairman BARTLETT. Thank you very much.
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Mr. Moe.

STATEMENT OF MICHAEL T. MOE, CFA, DIRECTOR OF GLOBAL
GROWTH STOCK RESEARCH, MERRILL LYNCH

Mr. MOE. Thank you, Mr. Chairman.

I'm delighted to be here this morning to talk about what we
think is a critical area, and that’s a company’s ability to, and the
issues surrounding going public.

During the 1990s, the U.S. economy in general, and the U.S. cap-
ital markets in particular, have experienced dramatic growth. U.S.
equity capital markets have gone from $3.1 trillion dollars in 1990
to nearly $13 trillion dollars today.

Technology has been the driver of the new economy, but IPOs
have really been its fuel. If you look since 1990, there have been
over 5,000 IPOs in the United States for companies, raising $327
billion dollars.

Since 1990, 15 million jobs have been created, many of which
were from companies that didn’t even exist in the decade prior. If
you look at the fundamental demand imbalance that’s been created
in the equity markets from the cash in Flows to equity mutual
funds as well as corporate stock buy backs and cash M&A trans-
actions, this has created a significant fuel, if you will, to support
raising capital for new companies in the IPO market.

With the aging baby boomers saving for retirement, we see a net
demand imbalance for equities for the foreseeable future.

The new economy really is a knowledge economy, and knowledge
economy is all about human capital. A fundamental tenet of the
new economy is that stock ownership throughout an organization
is absolutely fundamental and essential.

Where I live in San Francisco, it is expected that everybody from
the CEO to an entry level person owns stock in the company. And
there is an expectation that the stock of one’s own company will ul-
timately be a publicly traded company and that an IPO is abso-
lutely critical not only for the modernization of the success of an
enterprise, but as a way to attract and retain key talent, which
again is absolutely fundamental to what’s going on in the knowl-
edge economy that we are now in.

Statistically, companies are going public earlier—earlier in terms
of profitability than we have seen from our records. In fact, since
1998, 57% of the companies that went public were not making a
profit at the time.

While some of this has to do with the internet, we believe some
of this has to do just with the realities of how important it is to
be a public company in the new economy. We also think with being
a public company there comes a level of expectation from public in-
vestors which requires two things.

One is both constant and accurate information to investors, but
also a performance against expectations that is consistent with how
investors would expect a public company to perform.

Just some examples of two key drivers for performance in the
public markets and what investors look for. One is earnings
growth, but then the second is earnings growth against expecta-
tions. Three examples I would like to point out, three companies
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that have been very, very successful in this under promising, but
over delivering high earnings growth.

One is a company called Starbucks Coffee, which is now the larg-
est coffee provider in the world. They went public in 1992, and the
expectations for Starbucks were that they were going to grow their
earnings at 27% per year. Point of fact, they grew their earnings
at 37% per year and Starbucks stock appreciated 45% per year
since 1992, or a dollar invested in Starbucks is worth $16 today.

Equally impressive, Starbucks’ stock ownership goes all the way
down to even part time employees, through what they call their
Bean Stock Program, truly a new economy type of company.

Second example, Apollo Group, which 1s now the largest private
university in the country focused on working adults, with over
6,000 students on line. Expectations for Apollo Group were that
they were going to grow their earnings at 25%. They performed at
50% earnings growth and the stock was actually up 89% per year,
or a dollar invested in Apollo Group’s IPO was worth $22 today.

The last example, which is an internet example, is with Ama-
zon.com, which doesn’t make money, so they perform against earn-
ings growth isn’t relevant. But expectations were that Amazon was
going to grow their revenues at 69%.

Point of fact, they delivered 350% revenue growth, and a dollar
invested in Amazon at its IPO are worth $60 today.

How do you identify what are key, crucial issues and characteris-
tics that investors are looking for in companies that are going pub-
lic and what really makes a great public company? One is high
earnings growth and the other is performance against expectations.

This idea boils down to four characteristics which we think are
absolutely crucial that investors are looking for; what I call the
four Ps for a public company.

The first P stands for people. There is no shortage of interesting
business plans or ideas out there, but execution is the key. Many
of these companies that are going public do not have long corporate
histories, but the people at these companies all do.

Investors are looking for a management team, first and foremost,
that they feel can execute and perform to a level of the opportunity.

The second P stands for product. And here what we are really
talking about is a company that leads an industry, has a dominant
position within a marketplace, a one of a kind type of company,
some type of claim to fame. “Me too” companies are of very little
interest to public investors.

The third P stands for potential. Here, investors are looking for
smaller companies that can be big companies, open ended growth
stories, something that is going on that creates a tail wind at the
back of these companies.

In this, and through the written testimony, we show a chart how
investors think about these megatrends that are going on in the
new economy: globalization, outsourcing, demographics, branding,
consolidation. And the megatrend of all megatrends, the internet.

And how those cut across the growth sectors of the economy we
think are very important for how investors look at the companies
they invest in and really create this tail wind that I alluded to.

And the last P stands for predictability. This is the performance
against expectations. This is having a business model that will
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allow a company, as a public company, to perform as public inves-
tors would expect.

So just in summary, an IPO and being a public company can
have tremendous benefits for the issuing business. Moreover, in the
new economy, broad employee ownership and stock options are a
competitive necessity. We think that the U.S. capital markets have
provided and will likely continue to provide funding liquidity for
promising enterprises.

But critical to that is to be able to have markets that are open
and equitable. And companies need to have appreciation and un-
derstanding of what the responsibilities of being a public company
are.

Thank you.

[Mr. Moe’s statement may be found in the appendix.]

Chairman BARTLETT. Thank you very much.

Mr. Ellison.

STATEMENT OF KEITH D. ELLISON, INTERIM DIRECTOR,
WHARTON SMALL BUSINESS DEVELOPMENT CENTER

Mr. ELLISON. Good morning, Chairman Bartlett, Congressman
Davis, and other members of the subcommittee.

My name is Keith Ellison and I am the Interim Director of the
Wharton SBDC, a unit of the Sol C. Snider Entrepreneur Research
Center at the Wharton School.

I also represent today the Association of Small Business Develop-
ment Centers, which comprises over 1,000 SBDCs across the coun-
try, each of which are parts of higher educational institutions.

I would like to thank you for inviting me here today to discuss
the process of going public and selling securities on the stock ex-
change. The focus I would like to cover today are the barriers. But
before we go into the barriers, I would like to step back and discuss
the successes that we have had throughout the SBDCs.

We work with companies like ViaSat in getting them to the point
where they are ready to go public. In Philadelphia, one of our
most—one of our high profile clients has been CDNOW. I am sure
a lot of you are familiar with it.

CDNOW is the leading player in e-commerce in the music indus-
try. Another player is a company that took advantage of an exemp-
tion through the SEC under Regulation D504. It is called Next
Step Magazine, which talks about cultural diversity.

Before we can really go into the barriers of success or the bar-
riers of an IPO, and before we can talk about solutions, let’s talk
about what the common definition is of success. Let’s establish
what a definition of a successful IPO is.

Because a successful IPO means different things to different peo-
ple. To an investment banker or to the underwriter, it means buy-
ing a block of stock and selling all of them to the public for a pre-
mium. To a day trader, it means taking advantage of the TPO and
taking advantage of the hype surrounding the IPO and buying it
at its low point and selling it at its peak.

To all the other players in the IPO process, the accountants, the
attorneys, the underwriters, the transfer agents, success means dif-
ferent things to different people. My point here is that there is di-
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vergent interest among all the players, among all the parties when
you are involved in an IPO, which leads to the barriers.

Barrier one is assembling the IPO team. It is very difficult for
a small business to find people with the right context who can
navigate themselves through Wall Street, who can speak the lan-
guage of the SEC to make the process extremely efficient.

And just to add a bit of humor here, finding the right IPO team
is analogous to a story. It is a story of a fifth grade class where
the teacher—it was a history class and the teacher was talking
about how the country was founded and who were the players and
what were some of the significant dates.

And so finally, she came to little Johnny. And she says, “Johnny,
tell me, who signed the Declaration of Independence?”

And Johnny looks at her and he says, “I don’t know and I don’t
give a heck.”

And he says, “Look, young man, you go home right now and do
not come back to school without your father.”

So Johnny goes home. He’s trying to explain to his dad why he
is home so soon. So his dad says, “Johnny, slow down. Tell me
what really happened.”

And he says, “Well, Dad, she asked me who signed the Declara-
tion of Independence. I said I don’t know. And she says, ‘Well, do
not come back to school without your father.””

So his father looks at him and he says, “Well, look. I am going
to go down here and straighten this out. But if I find out that you
signed that darn thing, you are going to be in serious trouble.”
[Laughter.]

That is analogous to what an entrepreneur faces when they are
trying to find the right accountant, the right attorney, the right
printer, the right board members, the right advisors who can guide
them down the path to meeting the right investors.

And therein lies the problem or part of the problem. But it is not
just the players. It is also the experience of the entrepreneur. Be-
cause to go public, as my distinguished panelist said, you look at
the people, the people who are going to take the company to the
next level.

And that is where the role of the SBDCs across the country play.
We educate and we train entrepreneurs to get to that point where
they can matriculate through the early stages where someone is
using their own money or the money of a rich uncle, to the point
where they can get an SBA backed loan or an angel investor, to
the point from there to a venture capitalist, and then to go public.

It is that point—that process where SBDCs have the greatest im-
pact. To underscore my point about having context, one of the
greatest examples was Joe Segel, founder of QVC and also founder
of Franklin Mint. Joe Segel, in 1986, took the company public, took
QVC public based on a business plan and, of course, his reputation
in the context that he has—or he had.

There are few Joe Segels of the world. And so again, that is just
one example of the importance of where the emphasis of the person
and how much credence that person brings to taking a company
public.

Barrier number two, which is most likely the biggest deterrent,
is the cost. It is very common, during the IPO process, for a busi-
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ness to spend half a million dollars from the time that they are
planning—from the point that they say let’s go public until it is
wrapped up.

And that is an extreme deterrent. Not everyone can raise that
kind of capital.

Barrier number three is continuous distractions. An entre-
preneur should be doing what an entrepreneur should be doing.
That is running a business. And unfortunately, because of all the
right reasons, sticking to the strict rules of the SEC—and when I
say all the right reasons, I mean proper disclosure, public protec-
tion.

Because of those reasons, it is an emotional drain, it is an energy
drain, and it distracts an entrepreneur from running his or her
business when they are coordinating with all the other IPO team
members and when they are communicating with the SEC.

So, in summary, barrier one is assembling the IPO team. Barrier
two are the cost barriers. And barrier three, again, are the con-
tinual distractions. And I must repeat those are the areas that the
SBDCs of the world play the biggest—have the biggest benefit for
entrepreneurs.

Again, I would like to thank you for allowing me to present
today, and I look forward to being a part of the process moving for-
ward.

Thank you.

[Mr. Ellison’s statement may be found in the appendix.]

Chairman BARTLETT. Thank you very much.

Mr. Dankberg.

STATEMENT OF MARK DANKBERG, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, VIASAT, INC.

Mr. DANKBERG. Good morning. Thank you very much, Mr. Chair-
man, ladies and gentlemen. And thank you very much for the op-
portunity to tell ViaSat’s story. It is really an honor for us to be
here at all.

I have submitted a written statement for the record and would
like to summarize some key points here.

We think we are a prototype of the American success story. Steve
Hart, Mark Miller and I started the company in 1986 working out
of a spare room in my house. We have grown in sales every year
and we have been profitable every year after the very first year.

ViaSat’s now headquartered in Carlsbad, California, near San
Diego, and employs about 400 people with sales over $70 million
dollars for the fiscal year that ended March 31st of this year. We
are a high tech company specializing in advanced digital commu-
nications products and systems.

Generally we compete with and work with companies like Motor-
ola. Most of our products involve satellite communications net-
works, and ViaSat serves customers around the world including the
U.S., Europe, Asia, Australia and Africa.

And we even have satellite communications equipment on Air
Force One. Most of our business is in defense, but our fastest grow-
ing segment is commercial satellite networking. We started as a
self funded start up with about $25,000 from the three of us.
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We later raised about $300,000 in venture seed funding, and
then, a few years later, got a commercial bank line of credit. We
ended up doing about a $20 million dollar public offering in Decem-
ber of ’96 and are listed on NASDAQ.

We believe the American entrepreneurial environment is the best
in the world. We think we are a good example that our system
works; that public and private resources available to entre-
preneurs, combined with hard work, dedication and at least a little
bit of luck, offers real opportunities to live the American dream,
starting a company and taking it public.

The Government Small Business Innovation Research Program,
known as SBIR, was a big enabler for growing our company to the
point it could go public. We think we have been one of the most
successful companies at converting SBIR seed R&D funds into com-
mercially viable phase three business.

We think the SBIR program is probably the single most effective
Government program for fostering both the growth of small busi-
ness and for innovation. Our first direct Government program was
actually a $50,000 SBIR phase one contract for a communications
environment simulator for the Naval Air Warfare Center at Patux-
ent River Naval Air Station in Maryland back in 1987.

That $50,000 phase one earned us an additional $500,000 phase
two contract. But since then, we have received over $40 million dol-
lars in phase three contracts from the Navy, Air Force and prime
contractors like Lockheed Martin for products we developed di-
rectly from that initial award and we still do work for the same
customers.

Plus, we estimate that the DOD saved about $40 million dollars
because of the technology that we developed under that SBIR pro-
gram. And we have been able to repeat that success in a couple
other business areas generating over $100 million in contracts with
similar savings to taxpayers.

Building on that foundation, ViaSat reached about $20 million
per year in sales and close to about $2 million in pretax profits in
our fiscal ’96, the year we went public. We had also earned a small
foothold in commercial satellite networks.

We found the process of going public to be straightforward, but
very time consuming. Probably the single biggest factors though in
dealing with that are the volatility of the stock markets and the
global high tech product markets, which greatly influenced the tim-
ing and reception for an IPO.

We found the SEC, in particular, to be positive and constructive
to work with in assembling our offering documents, with the big
issue really being to present a fair and balanced view of both the
opportunities and risks of investing in our company.

We have been public for about three years. We felt like we had
a good understanding of the changes that would be involved in
being a public company. But I would say that the reality has prob-
ably been a little “more”—with “more” of almost everything in
terms of time consuming than we anticipated.

Not that that is due to anything necessarily bad or bureaucratic.
It is just something that every company ought to be aware of.

Overall, I would say that the company and its investors have had
a positive experience. Well, the company has, and I hope our inves-
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tors have. And I believe access to the public markets is a big ad-
vantage to American entrepreneurs.

Thank you once again for providing an opportunity to tell our
story here.

[Mr. Dankberg’s statement may be found in the appendix.]

Chairman BARTLETT. Thank you very much.

Washington is full of acronyms and you all have used some acro-
nyms in your presentations. I would just like to get on the record
what some of these acronyms stand for.

IPO? Just about every one of you used IPO and I do not think
any one of you defined it for the readers. IPO is what?

Mr. WALL. Initial public offering.

Chairman BARTLETT. Okay, initial public offering. That is when
you go public, okay?

SBDC? I am really pleased that two of our witnesses referenced
the good help that the Small Business Administration had been to
them. SBDC is what?

Mr. ELLISON. Small Business Development Center.

Chairman BARTLETT. Okay, and they are located where?

Mr. ELLISON. There are a little over a thousand across the coun-
try. Most of them are parts of universities. In fact, I believe close
to 99% of them are parts of universities. The Association of Small
Business Development Centers is sponsored by the SBA, and they
are headquartered in Virginia.

Chairman BARTLETT. And their function is what?

Mr. ELLISON. The function is to assist emerging businesses with
management consulting, which means assisting with business
plans, overall operational issues, helping them grow the business,
helping them reach their milestones, as well as training.

Chairman BARTLETT. One of the resources that you have avail-
able are the SCORE people?

Mr. ELLISON. Yes, we do.

Chairman BARTLETT. And can you tell us what——

Mr. ELLISON. We are in partnership

Chairman BARTLETT. Can you tell us what SCORE stands for?

Mr. ELLISON. That is a very good question. Forgive me, I always
do not remember that acronym, but it is—I know the last two is
retired executives.

Chairman BARTLETT. Okay, it is Service Corps of Retired Execu-
tives.

Mr. ELLISON. Yes.

Chairman BARTLETT. And I am particularly fond of this part of
the Small Business Administration because I think we get the most
bang for the buck there. They do not get paid anything. We pay
their travel expenses and these are retired executives who just
have fun helping other people do what they did.

And then the last one is SBIR?

Mr. DANKBERG. SBIR is Small Business Innovation Research
Program, and that is administered by various defense or non-de-
fense research agencies and the Small Business Administration.
And it is a way to provide relatively small amounts of seed funding
for R&D to small businesses with under 500 people, and we think
it is a great program.




17

Chairman BARTLETT. Well, thank you. We are very pleased with
the reception that the Small Business Administration programs
have across the country. Not all of taxpayers’ dollars are spent as
well as these dollars are spent. They plant the seed that yields big
rewards for our American economy.

Let me turn now to my colleague, Mr. Davis, for his questions
and comments.

Mr. Davis. Thank you very much, Mr. Chairman.

As a matter of fact, as I was listening to the testimony, I was

tempted to run out and give Aida Alvarez a call and say run over
here quick. I mean, there is some people saying some good things
about the Small Business Administration and so you better hurry
up.
And I also was wishing that some of the appropriators would
have been here also and some of those who have put together our
budget who think that some of the resources we have been asking
for the Small Business Administration is not quite needed.

We are afraid that we may not end up with what we need to
carry on all of these interesting and exciting programs. But that is
simply a way of saying——

Chairman BARTLETT. If the gentleman would yield for a moment.

There is a joke that always gets a laugh from an audience. The
fellah comes up and says, “I am from the Government and I am
here to help you.” You know, that does not get a laugh when they
are from the Small Business Administration because these are
Government people that are there to help and it is generally recog-
nized and I thank you all for your input.

Mr. Davis. Absolutely.

I have one question, Mr. Lane. I was trying to determine, are
there any type businesses that we are seeing making more of a
move towards going public than perhaps others are? Are there any
businesses that are prime possibilities or in better position in
terms of public perception at the moment than others perhaps to
pursue public movement?

Mr. LANE. The short answer is yes. And there are several people
at this table and you heard from some of the panelists that obvi-
ously the technology sector has been the number one. A lot of this
is really driven by what investors want.

And as you heard from my colleague on the panel here, investors
are very interested in internet companies. That is why you are see-
ing them have such an easy time. You are really seeing companies
that have a life—a corporate life of less than a year starting the
public offering process, which is unheard of.

And there is a great appetite by investors for anything with a
.com, as you have read in the paper. I think some of that enthu-
siasm is quietening a little bit, but we are seeing it in telecom. It
is very hot right now.

Biotech fluctuates. It sort of goes out for a while, comes back in.
But it is really driven by market taste more and maybe other pan-
elists would have something to say. And you will find that, for now,
if you want to put together a real estate investment trust, the mar-
ket is not as excited today, and so people are going for the tech-
nology as a result.
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But it is really driven, I think, in short by investor appetite. That
is what we are seeing at the SEC.

Mr. DAvVIS. Anyone else want to

Mr. MOE. Just to kind of elaborate or reiterate, I mean clearly
when you look at companies that have gone public over the last two
years in particular, the lion’s share have a technology orientation,
many of which are internet or .com type of names.

And, you know, there are different seasons where investors have
different appetites, but clearly the wave of technology is such that
it almost seems to be an insatiable appetite for investors to find in-
novative, growing technology companies.

Mr. WALL. And I think this is being driven by the new economy
that you talked about. It used to take years to create a product.
What we are seeing now is compounded innovation. You start a
company and it branches out into three or four new products.

Those products create companies themselves. If you look at
Microsoft, for instance, the number of companies Microsoft has
spun off in new products is tremendous. And so what you are see-
ing is the compounded innovation of ideas in the information tech-
nology area. And you are seeing them come to market much, much
earlier because they need capital to go through the various stages.

Mr. ELLISON. I would like to add a comment also. At the Whar-
ton SBDC, just our client base—the composition of it took a transi-
tion from a year ago. About a year ago, about 40% of the new cases
that came our way were internet-based. Now it is closer to 75%.

As a matter of fact, part of the Sol C. Snider Entrepreneur Re-
search Center, we host a business plan competition among students
throughout the university. And I do not remember the figures, but
there were at least 200 submittals and there were six finalists.

All six were .com companies. My prediction, which will hopefully
lend to the discussions and lend to our solutions to this, 1s that
}:‘here is going to be a backlog for the SEC because of this .com
ever.

Mr. Davis. I think all of your comments actually not only point
out what is happening then in this arena, but it further raises the
issue and the question of the digital divide and how important it
is to make sure that our educational systems contain the kind of
technology opportunities for youngsters and young people so that
they will be in a position to take advantage or to compete.

Mr. Lane, also I wanted to ask you what has been the response
to the town hall meetings that you have held?

Mr. LANE. Well, so far we have had great response. We started
out our first few getting like 75 people and such. We now—in Kan-
sas City, we had over 200. In Seattle, it was standing room only
when we went there.

And as I said, we typically have the Small Business Administra-
tion representative there, as well as the state securities commis-
sioner. And to my knowledge, it is the only place where we put to-
gether all three pieces.

Sometimes small businesses that come to these—these are really
small businesses sometimes—they are not ready to go public, but
they want to hear what they need to know, and they would rather
talk to the SBA people about their 8(a) program or, you know,
something like that.
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But they still want to hear about what they need to be thinking
about going down the road. And for a lot of people, the thing they
forget most is that the states also register. If you are a small busi-
ness and you do not list on the NASDAQ National Market System
and the New York Stock Exchange, if you do not list on one of the
national markets, you have to be reviewed in each state in which
you want to sell.

And small businesses need to be aware. That is why we make
sure to work closely with our state regulators and the SEC does
that. So I think it has been very successful because many states
also have some pro small business programs. They want to get out
there and say here is what we are doing as well to try and facili-
tate.

So, so far I have been very pleased.

Mr. DAvis. Well, you have got me thinking that I probably want
to look at putting one of those together in Chicago.

Mr. LANE. We had one in Chicago actually

Mr. DAvIS. Really?

Mr. LANE [continuing]. In ’97 I think.

Mr. Davis. Oh, okay.

Mr. LANE. I'm looking back at Richard and Barbara here who
help coordinate these programs. But Chicago is, I think, the second
one. We started in Los Angeles, then Chicago. And we have been
looking now for some of the smaller communities that never see an
SEC person.

You know, in New York we do not have a Small Business town
meeting in New York even though they have Silicon Alley that is
growing there. They see a lot of SEC people. There are conferences
and whatever.

And I am thinking places like Kansas City and, you know, Bir-
mingham or, you know, Pittsburgh, places that have a lot of com-
panies, San Diego, that do not normally get Government people all
together to talk to them and answer their questions is sort of
where we have been focusing lately.

We actually have one—we are going to do one in Anchorage be-
cause there was a great deal of interest in a Chamber of Commerce
up in Anchorage, and others have been very supportive of putting
this program together. And it looks like we are going to get a big
turn out, so that is the next program.

Mr. DAvis. I think my last question here is have any of you
heard any reservations from people who are afraid that as most
small businesses look at going public, or as we move to the point
of small businesses seeking to grow and develop, that somehow or
another that will take away the small business aura and that ev-
erything is just moving towards becoming, you know, a Microsoft
or whatever?

Mr. ELLISON. Well, I will take a swing at that one first, and this
is just my opinion. I think, based on the number of small busi-
nesses that are actually public and the number that are going pub-
%‘ic compared to those that are not, I personally have not heard a
ear.

And the rate that companies are going public is so small that I
do not see it instilling a fear. But I want to get back to your pre-
vious question about town hall meetings. There is a very important
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element with doing business in general that everyone should look
at, and that is the diversity element of doing business.

And I say that to say that the ITPO process and thinking about
IPOs can be intimidating to individuals depending on their edu-
cational level, depending on their geographic area, depending on
their cultural make up.

And as we look at ways of tweaking the process, of rolling out
more forums, more town hall meetings or whatever is appropriate,
I think that is something that should be looked at closely because
someone in Boise, Idaho—let’s just say a white male in Boise,
Idaho versus a Latino in Houston, Texas, there are various ways
that you should communicate, and those are the things that you
should look at.

Because everyone in those communities—each person in those
communities can bring something to the table and bring something
to the economy. And again, like I said, I am more than willing to
assist the subcommittee in those efforts as well.

Mr. Davis. Thank you.

Thank you very much, Mr. Chairman.

Chairman BARTLETT. Thank you very much.

Mr. Lane, you mentioned testing the waters. Did I understand
correctly that while you are doing that, you could sell up to $5,000
worth of stock?

Mr. LANE. No, you cannot. What testing the waters does is not
permit you to sell, you just inquire.

Chairman BARTLETT. If I wanted to sell, will you be interested
in buying?

Mr. LANE. That is right.

Chairman BARTLETT. Okay.

Mr. LANE. Then you have to grow quiet for a while. After you
have tested the waters and people said yes—you know, you run a
bakery or something, people come in and they say we love your
pastries. Boy, if you sold stock, count us in, you know, sort of thing
or whatever it might be.

Then you would say fine, I am going to the expense, I am going
to hire a lawyer, I am going to get my financials in order and all
this sort of thing. And there is a period of time that elapses. Then
you can file this Regulation A. It is a Form 1A that you can do in
Q&A format. It is a very easy form.

Then you can sell. Once you go through the SEC, up to five mil-
lion dollars in one year.

Chairman BARTLETT. And it is only recently that they have been
permitted to test the waters?

Mr. LANE. Yes.

Chairman BARTLETT. Well, how did they ever make a decision to
go public if they couldn’t ask somebody if I was selling stock, would
you be interested in buying it? It would seem to me that that is
a necessary step in making the decision to go public.

Mr. LANE. I think the commission recognized that, what was it,
in the early '90s—in 92 when we adopted that provision. I think
what happens is that the SEC just kind of knew that people were
talking and you tried to chill it as much as possible, but they would
actually talk about precise aspects of what the offering would be.
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The idea is because when you are regulating offers, the investors
need to know at the time I show up at your doorstep and say I
have got this great idea and I would like to know if you would be
interested in it, that you say who are you, you know, what is your
background, you know, these kinds of questions that you need to
ask.

And you need to know that before you write your check rather
than after you write your check. So that is why. And you are right,
small business people in particular were saying hey, you know, this
is coming out of some of the forums we had earlier last decade
about we would like to be able to talk to people.

We would like to be able to ask people if they would want to in-
vest. And before you would have to kind of go to an investment
banker. How they used to do it is they would go to the—if you are
a real small company, you go—maybe you would go to an SBDC.

You would go to a little regional investment bank, a regional—
you know, not Merrill Lynch right off the bat if you are a little
company, and you say here is my idea, do you think anybody would
be interested in it. And the SBDC would say yeah, this is an inter-
esting idea or that is not going anywhere.

And the same with the regional investment bankers. You would
use them as your agents to try and find out. When we allowed test-
ing the waters, you could do it direct, disintermediate. You can go
direct. And that is going to be actually even more interesting in the
age of the internet.

Mr. DANKBERG. We found we use medium size investment banks.
And one of the things that was important to us is even though the
company itself has to invest a lot of money in the IPO process, so
do the investment bankers. I mean, they also spend a lot of money
in the anticipation of the IPO.

And one of the things we rely on is the investment bankers’ opin-
ion about the viability of being able to sell stock. If the investment
bankers think there is a market for it and they are willing to risk
their money, that makes it—generally it is a good sign for the com-
pany.

Chairman BARTLETT. Thank you.

You mentioned town hall meetings. I was wondering if you ever
held those in conjunction with the representative in that district?

Mr. LANE. We have. Now, Chairman Levitt does investor town
hall meetings, too. We have investor town hall meetings and we
have small business town meetings. And the chairman has done
some of each. The investor town hall meetings oftentimes are done
with members of Congress that are invited too to just kind of hear
what investors and their districts have said. Small business—we
had one in Las Vegas that had a senator present. We usually invite
members, especially if we know there is someone that is on the
Small Business Committee or something like that that might be in-
terested. Like at Kansas City we invited Congressman Bond be-
cause he is on the Small Business Committee.

And you know, sometimes they show. A lot of times they do not.
It is really the Chamber of Commerce that tells us who is inter-
esting in the local community that is pro small business that might
like to attend.
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And so we work with the Chamber of Commerce to do that. But
we are happy to, you know, work with members of Congress. And
anybody who is interested in small business that would like to be
a part of that we reach out to.

Chairman BARTLETT. I would think members of Congress would
be very interested. Our district, for instance, we have only one com-
pany in our whole district that is not small business. So small busi-
ness is certainly the engine that drives the economy in our district.

We have been joined by Ms. Millender-McDonald, and I won-
dered if she had any observations or comments?

Ms. MILLENDER-McCDONALD. Now, Mr. Chairman, thank you so
much, and indeed I have as the ranking member of empowerment.
And certainly I agree with you. And let me first thank you and the
ranking member, Mr. Davis, for holding this hearing.

I was in the aviation subcommittee and talking about delays and
bad weather and all of that, so I had to really get my two cents
in there before coming here. So I am sorry for this delay.

But you are absolutely right, Mr. Chairman. The small busi-
nesses will be the engine that drives, especially in the 21st Cen-
tury. And we also recognize that women-owned businesses are real-
ly the largest business growth now in that whole spectrum.

But given that, a couple of weeks ago I had a hearing on going
public and we found that, in talking with those who were at this
hearing, that most of the businesses would like to go public be-
cause they want to either grow their business or want to expand
the business, but they had a difficult time with access to capital,
especially African-American businesses.

So I would like to ask each of you what are you doing to ensure,
if at all you are, that type of—those types of barriers—to eliminate
those barriers; and, if at all, the percentages of small and minority
businesses, specifically women and African-American businesses,
that you are reaching out to and helping them for that access to
capital?

Mr. LANE. Well, maybe I will start as representing the SEC. We
do have a special small business program that reaches out to all
small businesses in the sense of not only the exemptions that are
available for raising up to one million dollars.

We do not have a targeted program for—as the Small Business
Administration has for like 8(a) programs for women and minority-
owned businesses. What we do is we just help anyone who calls.
You know, we have the brochures and we go out and do our town
hall meetings around the country and not necessarily in the biggest
of cities and invite everybody and work with the Chamber of Com-
merce and people that know the areas to hope to get any kind of
small businesses that normally never get to see a Federal
Government——

Ms. MILLENDER-MCDONALD. Mr. Lane, given the fact that those
have been barriers, would there be some interest in your extending
beyond the stretch of what you are doing now to extend to those
areas that have been most, you know, impeded by the growth with
the inability to have access to capital?

Mr. LANE. Yes, absolutely. And if there was a district or some
area or some kind of program——
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Ms. MILLENDER-MCDONALD. Thirty-seventh congressional district
in California will be the first step.

Mr. LANE. Okay, just let me know and we will work with you
to—if we can get—all we ask is that we get a sufficient turn out.
You know, if we can get the

Ms. MILLENDER-MCDONALD. Oh, absolutely.

Mr. LANE. If we can get the interest, then we will come.

Ms. MILLENDER-MCDONALD. Okay, fine.

Mr. LANE. That is all we care about.

Ms. MILLENDER-MCDONALD. Very well.

Mr. Wall.

Mr. WALL. We do not have specific programs either. What we
have is criteria for listing, and that is how we judge a company
whether it can come into our market as being a public company.
Those rules obviously are filed with the SEC and approved.

But we do segment our market between national market compa-
nies and small companies, small cap market companies. And the
net tangible asset requirement for a small cap company is only four
million dollars. So we have tried to provide an opening for small
businesses to come in to Nasdaq through the public markets.

We do not distinguish, however, in terms of minority ownership.
And quite frankly, that is in the prospectuses, that is open and on
our web site so you can go in and look to see who the management
is and that information is available.

Ms. MILLENDER-MCDONALD. Sir, again, given the fact that the
majority of business growth, especially small business, is that of
women, and women tend to have the least amount of capital to try
and expand, is there a program within your four million dollar
range that you can help them in finding those connects to, you
know, help in this access to capital?

And is that something that I can interest you in?

Mr. WALL. You certainly can. At this stage, we do not have that.
And yet, maybe there is a step before the public process whereby
you could find a way to do that in the venture capital area, in the
angel capital area, in the area that we were talking about before
in terms of small business. I think that may be the first step. Be-
cause a problem that we find for new companies coming into the
market if you look at Nasdaq last year, is that we had to delist
over 10% of the companies on Nasdaq for not meeting continued re-
quirements.

Part of the reason for that is the fact that managers coming into
the marketplace do not have the experience, do not have the edu-
cation, do not have the background, and that has to start before
the TPO process. That really has to start on the educational basis,
it has to start in with the venture capitalist where you have men-
toring to those smaller companies, and in other ways of finding
capital.

Ms. MILLENDER-MCDONALD. And I certainly do agree with you on
that a lot of times this technical experience and skills that are
missing. But you know, there is a need also for some of you to help
in that area as well because, again, we are looking at the majority
of the work force in the year 2000 and beyond will be women, mi-
norities, and there has to be some kind of program that you put
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in place to help your future workers and future persons that will
be involved in what you do.

And I think it is important that we look at helping you to help
us to grow this country through its small businesses through the
technical assistance, as well as the education, and the other out-
reach programs that I am here to call upon each of you to look at
and work with me on, as I am hell bent to empower small busi-
nesses during my course as ranking member.

Mr. Moe, is it? Okay.

Mr. MOE. First of all, I am in research at Merrill Lynch. I am
not an investment banker or involved with policy. In any event, the
key responsibility that we have in research is to be looking at iden-
tifying attractive companies for our clients that will do well for
them from investing capital in those enterprises.

From that, just an observation. What matters for how well these
organizations do, going back to my original testimony, it is the
earnings growth and success of a company which leads to the per-
formance of the stock.

And so first and foremost, it is completely indifferent. It is the
success of the company which matters. An observation I would
have would be that, from a female standpoint, female CEO, female
run business, back when I started in this business, that was sort
of a noteworthy, unique situation.

Today it is so common for many of the companies that we see
that we think are extremely attractive companies. You just do not
t}f}ink twice about it, or at least we do not because we see it so
often.

So anyway, just the punch line——

Ms. MILLENDER-McDoONALD. Well, let me ask you, what is your
definition of “attractive business” or “attractive company?”

Mr. MOE. Attractive company is one that can grow their revenue
and earnings at a very high rate for a very long time, has a sus-
tainable and competitive advantage, has a claim to fame to their
business, and something that ultimately will continue to be suc-
cessful for the foreseeable future.

Ms. MILLENDER-MCDONALD. And do you see a lot of female busi-
nesses in this attractive business mode?

Mr. MOE. Yes, we have significant involvement with a number—
as I just think about it off the top of my head, a number of compa-
nies are led by female CEO executives.

Ms. MILLENDER-MCDONALD. I would like to have you do a report
back to me, if you will, on those companies that are female and mi-
norities who fit your mode of attractive businesses.

Mr. MoE. Okay.

Ms. MILLENDER-MCDONALD. Thank you.

Mr. Ellison.

Mr. ELLISON. Yes, good morning, Congresswoman McDonald.

I think that your question is a very good question. At the same
time, I think the right—first question would be what has your—
or what is your entity doing to look at itself internally in order to
roll out any successful programs.

Because before we can begin to talk about programs, before we
can begin to do town hall meetings, we have to do self examina-
tions. And in those examinations, that is where we begin to come
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up with the right solutions. Again, I think that that is a very good
question.

You were not here when I talked about the importance of rolling
out diversity as far as town hall meetings and as far as outreach.
Before I get into what we do at the Wharton SBDC, I had men-
tioned that one of our clients, Next Step Magazine, talks specifi-
cally about diversity.

In my opinion, I think that every Merrill Lynch office, every SEC
office, every NASDAQ office, every SBA office should have a copy
of this magazine. And I will leave this here for you.

Ms. MILLENDER-MCDONALD. Give them each one.

Mr. ELLISON. Okay, sure.

Ms. MILLENDER-MCDONALD. And give me one.

Mr. ELLISON. I will leave that for you.

Now, back to answering your question specifically. The Wharton
Small Business Development Center is located in west Philadel-
phia. And west Philadelphia’s population is primarily—it is about
90%, 95% African-American. Temple, which is also in Philadelphia,
is located in north Philadelphia, and the population there is—well,
that is close to almost 100% African-American.

Also there is a large Hispanic community in north Philadelphia.
Both Temple and Wharton’s SBDCs, we have outreaches specifi-
cally to those groups. There is an incubator in west Philadelphia.
It is titled “The Enterprise Center.”

It is named after the late Secretary of Commerce, Ronald H.
Brown. That was a birth of the Wharton SBDC back in 1990 and
it grows minority businesses. And in fact, it has several successes.
It is also located at the same building that the American Band-
stand Theater was back in the 1950s, and I am sure no one here
remembers that because of——

[Laughter.]

Ms. MILLENDER-MCDONALD. I take the fifth on that one.

I would be interested in that model that you have just mentioned
to try to make it a prototype or even go to the SBA to look at that,
becoming a prototype for those companies that are trying to get up
from the foot range to get to expansion and growth.

Because we do recognize that the majority of the workers that
are hired by business people are that of—are women and minority-
owned businesses. And I should say most of the minority workers
are hired by women-owned businesses and minority-owned busi-
nesses.

And so we have got to grow those because that is your—those are
the future workers of tomorrow in this country. And if you do not
grow them and if you do not have technical assistance programs,
then you are going to lose out a lot, all of you, if you do not have
that in place.

Mr. Dankberg.

Mr. ELLISON. I would like to add to your comment. Traditionally,
society and large corporations, as well as small corporations, have
ignored the various diverse markets. And not just ethnic diversity,
but also women

Ms. MILLENDER-MCDONALD. Gender, yes.

Mr. ELLISON [continuing]. That dimension. Let’s take the Afri-
can-American community. The spending power is between $400
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and $500 billion dollars. Hispanic Americans spend between $200
and $300 and close to $400 billion dollars. People with disabilities
spend over $100 million dollars.

Another community that is, you know, not part of our—not part
of your question is the gay and lesbian community, and they spend
about $600 billion dollars a year. I say that to underscore the point
that there is a business reason for corporations, small entities as
well as the SEC, to develop programs for those various groups.

Ms. MILLENDER-MCDONALD. I think it is imperative that they do
that because the future dictates that those will be the majority of
persons in this nation and globally as well.

Mr. Dankberg, is it?

Mr. DANKBERG. Dankberg, yes.

Well, we are a consumer of capital as opposed to a source of cap-
ital, so I'm going to get off a little bit easy here.

Ms. MILLENDER-MCDONALD. I looked down at your name and
saw what you represent. Yeah, that is right.

Mr. DANKBERG. But I would like to give just one perspective, just
from the point of view of someone that started with a very, very
small company, three people, and grew it up to one that became
public.

And that is when you are a public company, you have two dif-
ferent problems. They are related, but they are definitely different.
One is growing your business just from a perspective of sales and
revenue. The other one is making your stock price go up to make
it be a good investment.

And when you are a private company, it is pretty obvious how
those things are related. You negotiate with private investors. And
if your company is bigger and growing faster, it is pretty clear why
you are worth more.

As a public company, there is a lot of effort involved in commu-
nication with potential investors about why your company is worth
more even if it is growing at a high rate because public investors—
and the whole objective is to have a very liquid capital market
which lets capital flow very quickly from companies that may be
doing well to companies that might be doing better.

And so for us, being private for quite a while is kind of like being
in the minor leagues. And we got a chance to get better at the part
about growing the company and just focus on how do we make this
company work. And then, at the time we went public, we had kind
of a machine that knew how to do that.

And the entrepreneur in myself could spend a lot more time on
the fact of educating investors about—even though we had done
well in the past, why—you know, why will we do well in the future
and why we are a good investment.

And I would not minimize how much time is involved—and effort
is involved, in that. And I think that really the kinds of SBDC pro-
grams that Mr. Ellison is talking about are a really good incuba-
tion stage for any company, whether it is minority-owned, women-
owned or has all the advantages in the world just to get to develop
that type of infrastructure before going public.

That is just kind of a—you know, kind of a battle tested version
of that.
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Ms. MILLENDER-McDONALD. Well, we recognize incubation con-
cepts are really great concepts and programs and projects to help
small businesses.

Mr. Ellison, you remind me of my nephew who finished the
Wharton School of Business MBA, so we are proud to see you and
all of you here today.

Thank you, Mr. Chairman.

Mr. ELLISON. Excuse me. I would just like to add one more point
to your question. Next month, November, the dates between the
7th and the 13th, is National Diversity Week and I think it is
something that it is not too late for members of the distinguished
panel here, as well as the subcommittee, to get involved in.

Ms. MILLENDER-MCDONALD. I think that is a great idea and I
would like to have Mr. Lane, Mr. Wall, Mr. Moe and the Chairman
to talk with us about that.

Thank you so much, Mr. Chairman.

Chairman BARTLETT. Thank you very much.

I would just like to reemphasize the increasing role of women-
owned small businesses. They are growing at twice the rate of the
general business community. Women-owned small businesses have
a lower bankruptcy failure rate than male-owned small businesses.
Bankers haven’t figured that out yet because access to capital is
still a major problem for women-owned businesses.

Women-owned small businesses are better employers. And I
would expect that. Women are different than men. We are having
trouble getting the military to understand that, but women are dif-
ferent than men. And those differences, I think, make them better
employers.

And they are better corporate citizens for exactly the same rea-
sons. They are more compassionate, they are more caring, and that
makes them better employers and it makes them better corporate
citizens.

Mr. Wall has to leave us shortly and I just had one quick ques-
tion to ask him.

There are many of our companies now that—whose stocks are
growing most rapidly in value who are making no profits. At what
point does the investor—you know, this growth versus profits
thing, at some point an investor is going to have to say some time
there has to be a profit.

When does that happen? This is quite a new phenomenon, is it
not, in the marketplace that you can have a rapidly growing busi-
ness with the stocks increasing in value and you are not making
any money?

Mr. WALL. Right. Well, Chairman Bartlett, the purchasing and
demand of stocks based on future earnings is what we have been
seeing, and that is being driven by this new economy that we heard
about. And quite frankly, we build the markets. I am going to yield
to my distinguished panelist on my left here to answer that ques-
tion because this is what he does as a researcher.

Chairman BARTLETT. Okay.

Mr. Mok. Well, and what investors are paying for is the expecta-
tion of future earnings. I mean, profitless prosperity cannot go on
forever. But what investors are doing is extrapolating this growth
against a market opportunity and making interpretation analysis
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what a likely margin potential would be out into the future and
discount that back to today, and that is where the stock prices
come from.

Realistically, if you do that math, and it is always difficult to be
making analysis about futures, but typically even with the stock
prices doing what they have done without companies that are mak-
ing money today, if in fact you are right about those future num-
bers, typically it would even support higher prices.

Where that argument falls short is there are so many variables
in terms of making that future analysis that you are going to be
wrong a fair amount. And in those cases, there will be significant
corrections in the stocks in which they can afford those benefits of
being paid for futures.

Mr. WALL. And we are already seeing that in the internet indus-
try. There are many stocks that are well, well below what their
original pricing was because now it appears that those anticipated
earnings that we all paid for that stock price aren’t going to be
there. And as a result, they are coming back.

Chairman BARTLETT. So we are already seeing investors making
that choice?

Mr. WALL. That is correct.

Chairman BARTLETT. Okay.

Mr. Moe, you mentioned stock ownership in companies attracting
employees. Do you have any evidence that companies that offer
meaningful stock shares to their employees do better in the mar-
ket? I would think the employees would be better motivated if they
are part owners and that we might see these companies performing
better.

Mr. MOE. I mean, capitalism works. Point of fact, we do not have
that data. I think that would be a great study to conduct. I think
also, and this is more anecdotal, but in San Francisco where I live,
it is hard to imagine a new company that did not offer stock owner-
ship to virtually all of their employees because otherwise you would
never be able to get the best and the most talented people which
are truly the drivers of these new businesses.

Chairman BARTLETT. And keep them.

Mr. MOE. So it is all about attracting and retaining people.

Chairman BARTLETT. Mr. Ellison, you mentioned the role that
SBDC centers play in helping the business assemble the IPO team,
and you also mentioned the cost as one of the barriers. I notice that
cost runs somewhere eight, nine percent for smaller, $25 to $50
million dollar offerings.

When you look at the elements of that cost, I do not see any
meaningful way to decrease that cost. And I wonder if you have
any thoughts. And it appears to me that that is a barrier that is
just going to be there.

Mr. ELLISON. That is a very good question. In my opinion, there
is a solution to that. Part of that cost is in the corporate clean up
phase.

And what that means is most private companies just have to
admit there are certain things about how they run their operations
that is embarrassing if they are trying to go public, or it does not
really maintain high confidence among the public investor commu-
nity.



29

Now what typically happens is they will work with their TPO
team that comprises the attorneys, the accountants, advisors, and
that is part of where the cost comes in.

The SBDC’s role is to prevent those companies from really get-
ting to the point or to start early so that they can start the think-
ing process of okay, let me establish my business and let me set
up my structure, let me establish my systems so that if and when
I want to go public, everything will be in place.

It is not going to eliminate it, but it can reduce it. And it also
can reduce the continual distractions.

Chairman BARTLETT. I have the Nasdaq information booklet here
and they estimate the cost of going public for a $25 million and $50
million dollar offering, and about three-fourths of all of those costs
are in underwriting discounts and commissions.

Is that soft? Can we reduce that any?

Mr. WALL. Well, actually—no, those are good numbers.

Chairman BARTLETT. Those are good numbers?

Mr. WALL. Yes, they are.

Chairman BARTLETT. That is about three-fourths of the total
cost.

Mr. WALL. That is correct. And yet there is a change. And tech-
nology is bringing that change. As we have seen a change in the
commission structure and the execution costs for regular trans-
actions being decreased, we are starting to see the same thing hap-
pen in the underwriting distribution.

There are underwritings now being distributed through the
World Wide Web where traditional cost to the underwriter has
come down almost by 50%. We suspect as this part of the market
also grows, that will come down even further.

So it will open, we hope, more opportunity for smaller businesses
to come in and participate in the IPO process.

Mr. ELLISON. I would like to add something. That half million
dollar figure excludes the commissions. Yes, commissions are ex-
pensive; but if you really look at it, it is not up front costs or up
front money that an entrepreneur has to bear in the process.

Chairman BARTLETT. So your half million dollars—as a matter of
fact, it is about $2.3 million for $25 million and about $4.1 million
total start up cost for $50 million?

Mr. ELLISON. Correct.

Chairman BARTLETT. So your half million was——

Mr. ELLisON. Half million is something that you are going to
incur if you sell one share or if you sell all your shares.

Chairman BARTLETT. Okay.

Mr. DANKBERG. Or no shares.

Mr. ELLISON. Or no shares.

Mr. LANE. And Mr. Chairman, if I could add to——

Chairman BARTLETT. Yes.

Mr. LANE. The advent of the internet has also created a real op-
portunity for what are called direct public offerings. And this is
something that small businesses are trying to do. And they try and
sell without an underwriter.

They sell their securities directly on the internet. There have
been some that have been in the newspaper. It is not a hugely
growing phenomena, but it is something that many companies are
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exploring. They have their own newsletters and such on how to do
direct public offerings.

On the one hand, it cuts costs considerably. On the other hand,
you lose the benefit of having an underwriter who can go find in-
vestors for you rather than just posting notices on the internet.
And underwriters also add to the process of doing due diligence on
a company and kicking the tires and looking under the hood.

And so there is the question of will the cost of capital really be
lower? Yes, you cut out the underwriter discount. On the other
hand, are investors as willing to invest in your company? And are
they willing to pay the same price they would have paid if you had
an underwriter?

And so that is—the story has not been written yet. We have to
watch and see how this unfolds.

Chairman BARTLETT. Thank you.

Mr. Dankberg, I think you mentioned that—if I remember the
numbers, you mentioned what your sales were and—you have a
roughly 10% profit?

Mr. DANKBERG. Roughly, right, yes.

Chairman BARTLETT. That is pretty good.

Mr. DANKBERG. We are happy with it.

Chairman BARTLETT. Your stock ought to be doing very well.
Congratulations.

Mr. DANKBERG. Thank you.

Chairman BARTLETT. Mr. Davis.

Mr. Davis. Well, the only thing I will say is that the purpose of
selling money, of course, is to make money. I mean, most people
who sell it, they sell it for the purpose of making additional money.
But it seems to me that what we are really saying is that knowl-
edge is a tremendous factor in terms of the ability for companies
to move to another level.

And that is why I really appreciate the efforts of the SEC, the
whole concept of town hall providing information, the work that the
Small Business Development Centers do. I mean all of this, I think,
really becomes very key in helping people reach the point where
they can make that critical determination.

And my last word really was is there a critical moment in the
life of a small business where one might begin to seriously look at
whether or not they ought to go public? Is there a critical time in
the position of a company when you make that determination?

Mr. MoE. Well, I will make just a comment. I mean, with the
Dow over 10,000 and significant demand imbalance for equities
and continued investor interest in IPOs and new offerings, it is
often not the case that a company go public.

Many can, however the question is, should you go public? The
issue that I think we see and I think is fundamental; being public
is a long time. You know, the IPO’s exciting but then you have to
live with the consequences of being a public company and being
able to respond accordingly.

The reality is, if a company does not have the proper manage-
ment team to be able to execute as a public company must, it does
not have the type of predictability to its business to be able to exe-
cute as a public company, it does not have its business opportunity
crystallized, it really is a mistake to go public.



31

Having said that, you could see a company that has those—has
clarity and should go public, you know, that is not making money.
It is not necessarily making money, it is not necessarily the critical
determining factor. And there could be a company that is a billion
dollars in revenue that should never go public for a zillion different
reasons.

To answer your question, there is a magic moment, I think the
moment is when you are ready to perform as a public company,
and being a public company is a smart, strategic thing both to at-
tract and retain key people in your marketplace and how you con-
tinue to build your brand, etc.

Mr. WALL. It may be interesting to note that this year 20% of
the applications that we received to list on the national market sys-
tem were withdrawn or denied. And over 60% of those for small
cap were either withdrawn or denied.

I think the managers going through that process come to a real-
ization of what going public truly means and what they will need
to do to have a successful public company. Because obviously, if
they are not going to meet those expectations of me, the investor
who is giving my money, I am going to take that money back.
Sometimes that just does not happen until you go through this type
of process. I think the statistics are quite devastating when you
think of it, 60% withdrawing from the public process in small cap.

Mr. DANKBERG. I can tell you from a small businessman’s per-
spective even though going public is difficult, it is actually easier
to go public than to undo it afterwards. And so you have to keep
that in mind. I mean, and we are a company that has tripled in
three years since we have gone public, so it is not as if we regret
what we have done.

But you have to think about it carefully. And then the phrasing
of going public as being the end of the rainbow is a little bit mis-
leading. If you have a company and you want the end of the rain-
bow, you are better off selling the company.

Because going public is really the start of a road that is actually,
in a lot of ways, much more difficult than being private. And if you
look at it that way, it is a new path with a lot more opportunity,
that is the right mind set. But it is a long term commitment.

Ms. MILLENDER-MCDONALD. And I think this is why a lot of mi-
nority businesses are very reluctant to going public because of the
risk factors that you have just outlined. It is so critical to them.

Mr. DAvis. Seems to me you are saying it is kind of like getting
married.

[Laughter.]

Ms. MILLENDER-McDONALD. With that, Mr. Chairman, I guess I
will excuse myself.

[Laughter.]

I am glad he is cleaning this one up.

Mr. ELLISON. That is a good analogy.

Mr. Davis. If not, then you have got a problem.

Ms. MILLENDER-MCDONALD. Mr. Chairman, may I just make one
statement though. I would like to seriously get, if I may, to have
a hearing in my district on this very topic and would like to invite
Mr. Lane—in fact, all of those folks who are out here now.
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I think you had a great panel and they have really had very pro-
vocative information to us. And thank you again so much. I would
like to have that hearing, and I am going public with that request.

[Laughter.]

Chairman BARTLETT. Well, our district too would like to have
that hearing, so you have got two offers. And I suspect that Chi-
cago is big enough to welcome you a second time.

I want to thank my colleagues for joining us for this hearing.

And my very special thanks to the members of the panel. You
have done a great job. I believe that the small business community
will be better advised as a result of this hearing as to what their
opportunities are for going public.

Thank you all very much, and the meeting stands in adjourn-
ment.

[Whereupon, the proceedings were adjourned at 11:49 a.m.]
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Good morning. Let me call the Subcommittee to order. It is a
pleasure to welcome you to this hearing of the Subcommittee on
Government Programs and Oversight of the House Small Business
Committee. I would especially like to thank those of you that have
traveled some distance to participate in this hearing.

The purpose of the hearing is to provide information to small
businesses concerning the process of “going public” and selling
the securities of a corporation on a stock exchange. For many
small businesses, or a company that has begun as a small business,
“going public” can be the ¢nd of the rainbow - the culmination of
years of hard work and substantial monetary reward for the
owners of the business.

Few entrepreneurs going into business have not dreamed of going
public and being a company listed on a stock exchange. This
incentive may well be a major factor in the formation of business
enterprises and contribute to continued economic growth. As a
Nation of opportunity, innovation, and invention, business
formation should be encouraged.
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A number of factors need to be considered by businesses
considering whether to “go public.” It is anticipated that this
hearing will provide some of the answers to those questions. The
panel of witnesses that are invited to this hearing were carefully
selected for their recognized expertise in the process of listing and
selling securities on a public exchange.

Your testimony and the testimony of the other panel members is a
vital public service to businesses, both large and small, through
out this country. The Committee is hoping to have as broad a
distribution of the testimony, in electronic and hard-copy form, as
is possible.

Both public and private assistance is available to businesses
considering “going public” and it is hoped that the hearing will
provide a public forum for communicating those sources of
information to businesses. The Committee is always open to
suggestions of ways how to improve or expand, where needed,
federally funded information sources and assistance. The
Committee would also appreciate new legislative proposals.

The creation and expansion of small businesses are the fuel which
has generated and is sustaining our current economic growth.
America is the most prosperous nation in the world because our
stock market encourages the creation of wealth by efficiently
directing capital from individual investors to reward both the
investors as well as the entrepreneurs, inventors, and innovators
who produce and distribute new and better products and services
to meet people’s needs.

Again, welcome to our participants and guests. I look forward to
hearing your testimony on this most important subject.
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Mr. Chairman, Members of the Subcommittee:

My name is Brian Lane. I am the director of the Division of Corporation Finance of the
Securities and Exchange Commission (“SEC” or “Commission™). The Division of Corporation
Finance, through its Small Business Office, is at the forefront of the Commission’s efforts to help
small businesses raise money from the public and comply with the federal securities laws. Iam
very pleased to have the opportunity today to testify on behalf of the Commission and share
information about our efforts in this area.

L THE COMMISSION’S SMALL BUSINESS INITIATIVES

The Commission understands the importance of small business to the U.S. economy, and
is committed to addressing the special concerns of small business. Over the years, the SEC has
improved communications between the SEC and the small business community.

In its first Annual Report, in 1935, the Comumission stated that it would provide informal
guidance to the securities industry, both to foster improved compliance and to establish a spirit of
cooperation with the public." This spirit continues to play an important role in the Commission’s
programs. The SEC works in partnership with industry, self-regulatory organizations and the
public to protect investors and bolster market confidence while not burdening legitimate capital
formation. Our efforts specifically to aid small business fall into two broad categories: (1) cutting
through red tape and providing compliance assistance, and (2) reviewing existing and proposed

rules for ways to reduce burdens on small business.
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CUTTING THROUGH RED TAPE AND PROVIDING COMPLIANCE
ASSISTANCE
The SEC’s Small Business Office: The Office, which was created in 1979 and expanded
significantly in 1996, serves as a Haison between the Commission and small business. The
Office now directs the Commission’s small business rulemaking initiatives, interpretations, and
uniform review of disclosure in small business filings.
The SEC’s Annual Government-Small Business Forum: Begun in 1982, this forum is the only
annual federal government-sponsored national small business gathering that offers small
business the chance to tell federal and state government officials how the laws, rules and
regulations impact their ability to raise capital. This year’s Forum was held in Washington,
D.C. while next year’s Forum will be in Texas.
SEC Small Business Town Hall Meetings: The Commission has held 13 “town hall” meetings
with small businesses around the country since September 1996, The most recent meeting
was in Kansas City, Missouri in June of this year; the next scheduled meeting is in
Albuquerque, New Mexico on October 21. These meetings are designed to educate small
businesses about the many opportunities to raise capital. They alse help the Commission learn
more about the problems small businesses face in raising capital, and design programs that
meet small businesses’ needs while protecting investors.
Working Relationship with the U.S. Small Business Administration: The staff works closely
with the U.S. Small Business Administration and their Office of Advocacy on all aspects of

small business capital formation and other regulatory matters affecting small entities. We have
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jointly worked on the organization of our small business town halls and annual Government-
Business Forum.

* SEC Web Site (www.sec.gov): The Commission operates a web site with special pages
targeted to small businesses. These pages provide access to one of our most popular
publications entitled “Q & A -- Small Business and the SEC-- A guide to help you understand
how to raise capital and comply with-the federal securities laws,” proposed new regulations
affecting small businesses, and information about specific issues of current interest. Copies of
rules, forms and regulations relating to small businesses were recently added to our web site.

e Public Inquiries: Each major office of the Commission has staff who are available to answer
questions from the public, including small businesses, by telephone and e-mail.

These programs have been remarkably successful. When the Smali Business Regulatory
Enforcement Fairness Act (“SBREFA”)’ was passed, notably, Congress recognized the
Commission as one of several agencies which “already have established successful programs to
provide compliance assistance.™
Ol REVIEWING EXISTING AND PROPOSED RULES FOR WAYS TO REDUCE

BURDENS ON SMALL BUSINESS
e Plain English: Nothing is more frustrating than trying to comply with regulations that are

difficult to understand because they are written in jargon or legalese. The Commission has
begun efforts to issue regulations and releases in “plain English.” We also demand the same
plain English from companies raising capital in public markets. People are more likely to
invest their money in companies that clearly and simply describe what they are going to do

with it.
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« Small Business Initiatives: Beginning in 1992, the SEC launched a major regulatory initiative
to make raising capital easier for small businesses. Rule changes arising out of this initiative
simplified the process for registering securities of small business issuers for public sale;
increased the dollar threshold for exemptions permitiing unregistered public and private sales
of securities; and simplified ongoing periodic reporting requirements of registered small
iSsuers.

In 1996 Congress enacted SBREFA, which requires agencies to publish smail business
compliance guides, to establish programs of informal guidance for small businesses, and to
establish policies or programs to reduce or waive penalties for small entities. As mentioned
above, the Commission developed compliance guides for small business such as the pamphlet -
“Q&A: Small Business & the SEC” and the staff of each of the Commission’s operational units
provide informal advice over the telephone to members of the public. The Commission has an
effective penalty-reduction éolicy for small businesses, providing them with the opportunity to
demonstrate an inability to pay a penalty. Such penalties have frequently been lowered or not
assessed in Commission proceedings based on a showing of inability to pay.

IV. FEDERAL SECURITIES LAWS REQUIREMENTS FéR “GOING PUBLIC”

“Going public” in its common meaning is the offering of equity interests in a company to
members of the public. How a company solicits interests in an opportunity of this nature can take
many different forms. Besides simply selling its securities to the public -- which is the most
commonly thought of way -- a company may, for example, decide to become a reporting company

under the federal securities laws and provide its existing shareholders with the opportunity of
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selling their shares in a public market. Regardless of the method chosen, the provisions of the
securities laws; both state and federal must be considered.

The Securities Act of 1933 (“Securities Act™) requires companies to register their
securities for sale to the public unless an exemption is available. Some securities -- such as bank
securities, and transactions -- such as intrastate ones, are exempted from registration. The
Commission has developed several exemptions designed for “small issues.™ For example, the
Commission developed Rule 504 of Regulation D, the “seed capital” rule, which provides an
exemption from Securities Act registration for limited offerings of securities of up to $1 million in
a 12-month period (as long as the issuer is not an investment company under the Investment
Company Act of 1940, a reporting company under the Exchange Act or a "blank check" issuer,
that is, a company in the business of locating an unidentified business or assets.) While either
public or private offerings are permitted under Rule 504, public offerings must be registered under
a state securities registration provision requiring delivery of a disclosure document to prospective
investors before sale,” or be made under a state law exemption that limits sales to “accredited
investors.” The company need only file a Form D - a simple notification -with the SEC.

Securities issued in a public offering under Rule 504 are freely tradable securities when held by 2
non-affiliate of the issuer.

Regulation A permits non-reporting U.S. or Canadian issuers to offer and sell to the public
up to $5 million worth of securities in a 12-month period, without registration under the
Securities Act (secondary offerings are restricted to no more than $1.5 million in the 12-month

period). "Blank check" companies, investment companies, certain oil and gas/mineral rights

issuers and disqualified persons are ineligible to use the exemption. Regulation A requires the
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company to prepare and file a disclosure document with the SEC and provide the offering circular
to prospective purchasers, The required disclosure is less burdensome than that required in a full
registration statement. For example, companies can use unaudited financial stateménts, prepared
in accordance with U.S. generally accepted accounting principles. Advantages of using
Regulation A include: avoiding strict Securities Act Section 11 lability; issuing freely tradable
securities; and avoiding periodic and annual reporting obligations under the Exchange Act,

Regulation A also permits companies to gauge investors’ interest, or "test the waters,”
before they incur the expense of preparing and distributing the required disclosure documents.
The rule also permits companies to use written solicitation materials (so-called "free-writing")
before filing the required disclosure documents, as long as they are truthful. "Testing the waters”
is prohibited after the filing of the Regulation A offering statement. No sales may be effectuated
until 20 days after the last publication of the "testing the waters" materials,

The exemptions provided by Regulations A and D provide that a company that made a
good faith attempt to comply with all of the requirements of the exemption can defeat certain
claims made by investors (but not a regulator) as long as the non~compliance item was not
intended to protect the complaining party and the violation was not material to the offering as a
whole. (Issuer eligibiiity, filing requirements and dollar limits are, however, always material )

To simplify registration of securities under the Securities Act and periodic and annual
reporting under the Exchange Act for small businesses, the Commission developed the concept of
the “small business issuer”. The small business issuer is one organized in the U.S. or Canada with
revenues of less than $25 million in its most recent fiscal year and whose outstanding publicly held

stock is worth no more than $25 million. About 3,000 public companies meet this test today.’
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The Commission’s Regulation S-B contains the core disclosure items for both Securities Act
registration and Exchange Act registration and reporting purposes by small business issuers.
Regulation S-B uses simple and non-legalistic language. In addition, small business issuers need
to file certified GAAP financial statements, for only two rather than the three years required by
larger issuers.

The Commission has significantly simplified the obligation of small business issuers to
disclose certain accounting information. For example, Regulation S-B was the first system to
provide for an automatic waiver from the audited financial statements requirements of significant
acquired businesses.” The experiment with small business issuers was so successful, the
Commission now uses these tests for all companies.

Small business issuers may also do an initial public offering in the first quarter of their
fiscal year without having to wait for the completion of the audit for the preceding year. In
addition, selected financial data and supplementary financial information disclosure required by
Regulation S-K -- the comparable regulation for larger issuers -- is not required.

Where a small business issuer has no operating revenues in each of the preceding three
fiscal years, the company need only disclose its business plan, instead of the more detailed
management's discussion and analysis.

The Commission aiso has developed special, simplified Securities Act registration forms
for small business issuers, When these companies only offer up to $10 million worth of securities
in any 12-month period, they may use Form SB-1. The form permits a company to use a

question-and-answer format or the traditional Regulation A offering circular format for required
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disclosure. Unlike Regulation A filings, however, Form SB-1 requires audited financial
statements.

Small business issuers may register an unlimited dollar amount of securities using Form
SB-2 under the Securities Act. The form may be used not only for initial public offerings but any
subsequent offering for as long as the issuer is a small business issuer. 8

Regulation S$-B also contains the disclosure items for Exchange Act Forms 10-SB, 10-
QSB and 10-KSB, which are used for registration, quarterly and annual reporting, respectively, by
small business issuers in our continuing disclosure system. These forms also contain instructions
that are designed specifically for small business issuers transitioning from non-reporting to
reporting status and offer both the question-and-answer format and the traditional disclosure
format from Regulation A. Transitioning small business issuers filing on Form 10-SB may
provide audited financial statements for just the latest fiscal year unless two years worth of
financial statements are available. A transitioning issuer would continue to satisfy its reporting
obligation with this type of information until the issuer:
® registers mbre than $10 million for sale in a single 12-month period,;
o clects to use the regular small business issuer disclosure system; or
« is no longer a small business issuer.
V. PENDING COMMISSION PROPOSALS FOR SMALL BUSINESS

The process of “going public” imposes significant restrictions on the way the company
selling its securities can communicate with those it wants to sell them to. Under the Securities
Act, the “statutory prospectus” must accompany or precede any other writing -- all such writings

must be consistent with that prospectus. Oral communications are permitted but they must be
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truthful and consistent with the prospectus. This process minimizes high pressure sales tactics
and permits investors to consider the investment using the prospectus as the basic, if not most
essential guide. The Commission has proposed to permit more freedom in communications with
investors. These proposals carefully consider investor needs and protections. Small business
issuers could enjoy significant relief from some of these communication restrictions during
registration for offerings to “qualified institutional buyers” and to existing securityholders, among
other specific offerings. °

Under proposed Rule 167, all communications made by or on behalf of any issuer that
take place during a specified period before it files a registration statement would not violate these
restrictions on communications, Generally, free communications would be allowed more than 30
days before filing a registration statement. This approach would apply to small business issuers
that file registration statements on Forms SB-1 and SB-2. Under this proposal, the issuer,
underwriter and participating dealer must take all reasonable steps within their control to prevent
further distribution or re~publication of the communication during the 30 day perjod immediately
before the registration statement is filed.

In a second proposal, companies could discuss factual business information at any time.
"Factual business communications” would include, for example, advertisement of the issuer's
products or services; factual business or financial developments with respect to the issuer; and
dividend notices. Factual business communications would not include information about the
registered offering itself or forward-looking information.

In addition to factual business information, reporting companies could continue to publish

regularly released forward-looking information. In order to come within this safe harbor, the

10
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issuer must have customarily released this type of information in its ordinary course of business
for the Iast two fiscal years (and any portion of a fiscal year) immediately before the
communication. The time, manner and form in which the information is released must be »
consistent with past practice.

In order to facilitate effective communication after a registration statement is filed,
companies would be allowed to make offers and disseminate offering information in any form,
without each communication having to be a “statutory prospectus.” This proposal would permit
issuers to prepare presentations and disclose information in a variety of formats, available to all
investors. Through these changes, we seek to have sellers augment the information available to
investors and thereby enhance investors' knowledge of the company and its securities.

Issuers are sometimes faced with difficult decisions about unregistered offerings that are
properly exempted from the registration requirements of the Securities Act. This difficulty may
affect the smallest of issuers most. We have made a number of proposals in this area.

Generally, private offerings do not need to be registered with the Commission.
Sometimes, issuers change their minds about how they want to raise capital -- publicly or
privately. Certain rules are in place, so that investors are protected and do not participate in
offerings for which they are not qualified. An unregistered private offering that occurs before or
after a registered offering may raise “integration” issues under the Securities Act. “Integration”
occurs when two or more apparently separate, exempt securities transactions are in fact one
offering that should be registered. For example, if a private offering is considered part of an
earlier or subsequent registered offering, the exemption for the private offering could be lost

because there might be no reason for the investors in the so-called private offering not to have the

11



46

same protections the purchasers in the registered one got. In such a case, the issuer could be
liable to investors for the purchase price they paid.

We adopted Securities Act Rule 152, which provides a safe harbor from integration when
an issuer makes a non-public offering exempted under Securities Act Section 4(2) and then
decides to make a public offering and/or file a registration statement. Many questions have been
raised about Rule 152 over the years. Our proposal significantly revises the safe harbor to clarify
and broaden it.

Under the proposal, an issuer could under specific conditions abandon an ongoing private
offering and then file a Securities Act registration statement at any time, before it files the
registration statement. If the issuer had offered the securities in the private offering to a person
ineligible to purchase the securities, it also must wait at least 30 days from abandoning the private
offering before filing the registration statement. The proposed conditions are designed to ensure
that offerees in the private offering are treated the same as offerees and purchasers in the
registered offering.

When an issuer decides to switch from a public offering to a private one, a different
analysis and set of problems result. The filing of a registration statement for a specific securities
offering constitutes a gerieral solicitation for that offering. Thus, when an issuer wishes to
convert an offering begun as a registered public offering into a private offering, or follow it soon
after abandonment with a ﬁdvate offering, the non-public or limited offering exemptions may not
be available. Issuers currently in this situation must wait a full six months to be certain that the
public offering under the registration statement would not be integrated with the private offering.

We proposed to expand Rule 152 to shorten or eliminate that wait.

12
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Under our proposal an issuer could more easily withdraw or abandon a Securities Act
registration statement and then conduct an unregistered private offering if certain conditions are
met. Additional conditions are applied to any issuer that starts the private offering within 30 days
after the public offering is withdrawn or abandoned. In that case, the issuer and any underwriter
also must agree to accept liability for material misstatements or omissions in the offering
documents used in the private offering under the standards of Section 11 and Section 12{a)(2) of
the Securities Act.

This proposal may be particularly attractive to small business. If the issuer discovers
limited interest in its securities, it may withdraw its public offering and shortly thereafter sell
securities in a private offering to persons who were solicited in the public offering. The small
issuer will have incurred significant costs and time to prepare and file its registration statement. If
it discovers weak demand for its securities after filing the registration statement, it will be able to
switch to a private offering, sell securities to persons solicited in the public offering, and obtain

some amount of funding.
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Iv. CONCLUSION

The Commission has iong been sensitive to the needs of small business in their capital-
Taising activities. It must also protect investors. The Commission has always strived to keep the
balance set between these two, apparently competing goals. The two, in fact, complement each
other: the public is likely to invest more if they believe their interests are protected. The
Commission’s small business disclosure and exemptive system currently in place and as proposed
to be revised, strikes this balance. It has been a pleasure to take this opportunity to put it on

display.

! SEC, 1 Annual Report 9-10 (1935).

2 Pyb. L. No. 104-122, title II, 110 Stat. 857 to 874 (Mar. 29, 1996), codified at 15 U. S, C. 657, 5U.S. C.
801-808.
3 “Small Business Regulatory Enforcement Act -- Joint Managers” Statement of Legislative History and

Congressional Intent,” 142 Cong. Rec. $3234, $3243 (daily ed. Mar. 29, 1996).

A number of Commission exemptions created under this provision for small businesses are not really
suitable for “going public.” For example, under Rule 505 of Regulation D, an issuer may undertake a
limited private offering of its securities in an amount of up to $5 miltion in a 12-month peried.
Purchasers must be accredited investors and sales may be made to an unlimited number of these persons,
as well as to an additional 35 persons who do not need to be sophisticated investors. Non-accredited
investors must be provided with disclosure that is comparable to that required in a registered transaction.
Investment companies and certain disqualified persons are not allowed to use the exemption. Securities
issued in a Rule 505 transaction are “restricted” as to resale for one year. A Form D notification is
required to be filed with the Commussion. Rule 505 is a coordinated exemption with the North American
Securities Administrators Association Inc.’s Uniform Limited Offering Exemption (“ULOE”), which has
been adopted by more than 30 states.

Rule 701 permits a non-reporting company to compensate its employees and otbers with company
securities. The exemption was designed for small businesses and is particularly helpful 1o start-up
companics that are strapped for cash. Under the exemption, any qualifying company may issue up to $1
million worth of securities in a 12-month period. The rule provides formulas to determine whether a
greater amount may be issued based upon the calculation of 15% of the company’s assets or outstanding
securities. If more than $5 million worth of securities would be issued, the company must provide
disclosure to the employee-investors.

v

Form U-7 of the North American Securities Administrators Association (also referenced as ULOR or
SCOR) is designed to satisfy the public offering requirement in Rule 504.

14
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The Commission has proposed to raise the revenue ceiling to $50 million and eliminate the public float
test. Our studies indicate that 1,100 more public companies would become eligible to use the small
business disclosure system.

‘Where the acquisition(s) do not acoount for more than 20 percent of the issuer's total assets, the audited
requirement is waived. Where the acquisition(s) does not account for more than 40 percent of the issuer's
total assets, then an automatic waiver of one year's (the year preceding the latest fiscal year) worth of
audited statements is granted. These waivers are only available if these financials are not readily available
and any available unaundited are furnished.

The Commission has proposed to introduce incorporation by reference concepts into Form SB-2 for
seasoned companies. Under the proposal, after two years of filing reports the small business issuer could
refer to its Exchange Act reports for much of the information now contained in a Form SB-2 prospectus
rather than reprinting it as presently is the case.

‘We also have proposed a special small busi form for busi combination transaction, Form SB-3.
This proposal would simplify and streamline the applicable disclosure requirements.

Another proposal that would be beneficial to smail business issuers contemplating the registration of their
securities for public sale involves the ability to defer payment of the registration fee until shortly prior to
effectiveness. By this technique, some savings could be had where an offering does not go forward or the
amounts of securities offered become reduced subsequent to initial filing.

Other offerings include offerings of investment grade, non-convertible securities and market making

transactions by broker-dealers affiliated with an issuer. There would be no pre-filing communications
restrictions and free communications after filing a registration statement.
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1 am John Wall, President and Chief Operating Officer of Nasdag-Amex
International, a subsidiary of the National Association of Securities Dealers,
Incorporated. The NASD would like to thank the Committee for this opportunity
to testify on Initial Public Offerings (IPOs) in the US.

The Committee’s invitation letter requested that we discuss the benefits
associated with IPOs as well as the factors that businesses should bear in mind
when considering an IPO. I will cover the benefits -- as well as the very important
responsibilities -- involved in an IPO, but I believe that our main contribution to
your hearing today will be to focus on 1) the role that the markets play in the IPO
process and 2) what factors a company should consider when making the
important decision of choosing a stock market on which to list their newly public
company.

For those wishing a deeper discussion of the IPO process, I have included
with my testimony a copy of Nasdaq’s Going Public, which describes the IPO
process in considerable detail.

The NASD

Let me briefly outline the role of the NASD in the regulation and operation
of our securities markets. . Established under authority granted by the 1938
Maloney Act Amendments to the Securities Exchange Act of 1934, the NASD is
the largest self-regulatory organization for the securities industry in the world.
Virtually every broker-dealer in the U.S. that conducts a securities business with
the public is required by law to be a member of the NASD. The NASD’s
membership comprises 5,600 securities firms that operate in excess of 75,000
branch offices and employ more than 600,000 registered securities professionals.

The NASD is the parent company of The Nasdaq Stock Market, Inc., the
American Stock Exchange, and NASD Regulation, Inc. (NASDR). These wholly
owned subsidiaries operate under the authority of the parent, which retains overall
responsibility for ensuring that the organization’s statutory and self-regulatory
functions and obligations are fulfilled. The NASD is governed by a 33-member
Board of Governors, a majority of whom are non-securities industry affiliated.
Board members are drawn from leaders of industry, academia, and the public.
Among many other responsibilities, the Board, through a series of standing and
select committees, monitors trends in the industry and promuigates rules,
guidelines, and policies to protect investors and ensure market integrity.
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NASD Regulation

NASD Regulation is responsible for the registration, education, testing, and
examination of member firms and their employees. In addition, it oversees and
regulates our members’ market-making activities and trading practices in
securities, including those that are listed on The Nasdaq Stock Market and those
that are not listed on any exchange.

NASDR carries out its mandate from its Washington headquarters and 14
district offices located in major cities throughout the country. Through close
cooperation with federal and state authorities and other self-regulators, overlap and
duplication is minimized, freeing governmental resources to focus on other areas
of securities regulation.

NASDR has examination responsibilities for all of its 5,600 members. In
addition to special cause investigations that address customer complaints and
terminations of brokers for regulatory reasons, NASDR conducts a comprehensive
routine cycle examination program.

NASDR plays a special role in the TPO review process. While the SEC
focuses on disclosure when reviewing an issuer’s prospectus, NASDR’s Corporate
Financing Department review focuses on the fairness of underwriting
compensation, terms, and arrangements. NASDR review protects the issuing
company by monitoring the relationship between the company and the underwriter
to ensure that the amount of compensation paid to underwriters and the terms of
the proposed distribution are fair and reasonable.

The American Stock Exchange

The American Stock Exchange is the nation’s second largest floor-based
securities exchange, listing 770 companies, and is the only U.S. securities
exchange that is both a primary market for listed equity securities as well as a
market for equity options, index options, and equity derivatives. Amex has been
the primary innovator in structured derivative securities and index share securities.

The Nasdaq Stock Market

The Nasdaq Stock Market is the largest electronic, screen-based securities
market in the world; currently capable of handling trading of up to four billion
shares a day and can be scaled up, if necessary, to accommodate an eight billion
share day. Founded in 1971, Nasdaq today accounts for more than one-half of all
equity shares traded in the nation and, since January of this year, is also the largest
stock market in the world in terms of dollar value of shares traded. Average
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Nasdaq volume in 1999 is 985 million shares per day, with a peak of 1.4 billion
shares reached on April 14, 1999. It lists the securities of 5,288 domestic and
foreign companies, more than all other U.S. stock markets combined. There are
over 70 million investors in Nasdaq companies. The Nasdaq Stock Market is
made up of two distinct markets, the Nasdaq National Market and, for smaller
companies, the Nasdaq SmallCap Market.

NASD members are the Nasdaq market makers who daily risk their capital
to trade the companies’ securities and give them the liquidity that investors require
in order to buy and sell them. NASD members are also the investment bankers
who put their capital at risk to bring companies public. NASD market making
firms offer a wide range of financial services that include generating research
reports on the stocks they trade, seeking buyers and sellers through retail networks
and institutional sales representatives, and advising companies on initial and
secondary public offerings and other investment transactions.

Nasdaq IPOs

The Nasdaq Stock Market plays the dominant market role in initial public
offerings in the US, and Nasdaq companies are major creators of jobs.

A 1995 study by Cognetics of Cambridge, Massachusetts dramatically bears
out this point. It found that while Nasdaq companies comprised less than 1% of all
public and private companies in the United States over the previous four years and
had an employment base of 3 million people, they had created more than 500,000
jobs. This was more than 16% of all new US jobs created during that period. By
way of contrast, over that same time, Fortune 500 companies were losing 200,000
jobs per year. Not only were the Nasdaq companies creating jobs, but based on a
number of factors such as sales and employment growth, 51% of Nasdaq
companies were growing at a growth index rate the study described as “explosive.”
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Nasdaq IPOs have grown from start-ups to household names in only a few
years. These include MCI WorldCom, Amgen (1983), Sun Microsystems (1986),
Microsoft (1987), Dell Computer (1988), Cisco Systems (1990), and Starbucks
(1992). More recently are Yahoo (1996), Amazon.com (1997), eBay (1998),
eToys (1999}, and Red Hat {1999).

Nasdaq’s dominant role as the IPO market is borne out by the experience of
the two major stock markets in the US since 1989:

IPOs By Major Market Since 1989

4,224
—

Number of IPOs

Nasdaqg NYSE

These 4,224 Nasdaq IPOs have raised $154 billion in new capital to fuel the
growth of these newly public companies.

Nasdag IPOs finance small businesses as well as large. The fcllcwmg chart
displays the variety of size in Nasdaq IPOs since 1989.
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Nasdaq IPOs by Size Since 1989

IPO Size in Millions

The average Nasdaq [PO in 1997 had a profile that includes:

An offer price of $10.80

An offering valued at $39.1 million

7.9 market makers

Average daily share volume 0f90.2 thousand

$124.6 million in total assets

$49.5 million in total revenues

$41.2 million in total equity and

$166.4 million in market capitalization subsequent to the offering.

While much of the public thinks that the trend in the number of IPOs per year has
been only up in the last ten years, IPOs can vary significantly year to year, in
response to the market and other factors, as shown in the following chart.
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Initial Public Offerings

Number of Nasdaq Offerings

1990 1991 1992 1993 1994 1995 1996 1997 1998

90-96 Data: Securities Data Corp.
1997 Data; NASD
1998 Data: Commscan

Nasdaq issuers have become virtually synonymous with high technology, and
Nasdaq’s role in this sector is extremely strong, as shown in the following table.

Nasdaq’s Hi-Tech Market Share

TS Nasdag Mokt

Equity Market Companies  Share
Software 608 560 92.1%
Computer Manufacturers 250 211 84.4%
Communications Equipment 191 156 81.7%
Electronic Components 204 157 77.0%
Electrical Equipment 202 155 76.7%
Biotechnology 410 341 83.2%

As of 5/98
Source: The Nasdaq Stock Market and FactSet Rescarch Systems, Inc.

However, while strong versus other markets in the high technology area, Nasdaq
companies are also spread among a variety of industries, and thus can provide
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financing to companies in many sectors other than high tech, as shown in the
following chart.

1998 Nasdaq IPOs by Industry

Others Manufacturing Medical Related
Computer & 1.14% 9-14% 12%

Data Processing
28%

Computer&
Office Equipment
2.29%

Electronics
4.57%

Retail/Wholesale

Finance, Insurance 11.43%

& Real Estate i

12.57% Services Transpor.tatx(.)n &
8% Communication

10.86%

Sources: Securities Data Company
As of 6/98, Firm Commitnent Underwitings Including Spin-Offs Only, Excludes
Closed-End Funds.

Going public

When management takes a company public, it seeks benefits, but it must
also assume important new responsibilities.  Both the advantages and
disadvantages of going public stem from the company’s becoming a public
property. By sharing ownership, management increases the company’s business
opportunities, but gives up exclusive control of its future. Small businesses should
bear in mind that even though an IPO can be an important potential avenue for
growth of a company, it is not the only path, it is not always the best path, and it
certainly is one that must be approached with careful consideration.

The Benefits and Responsibilities of Going Public

The benefits to going public include expanded access to capital, increased
employee commitment, enhanced product marketing, expanded business
relationships, and easier mergers and acquisitions.

Expanded access to capital. The most important reason for an IPO is to bring
financial resources to the growing company. A successful IPO can immediately
bring considerable proceeds to a company — making the public market potentially
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the single most substantial source of corporate funding. Subsequently, public
companies can return to the market for additional capital through secondary equity
offerings. Being public, a company can consider bond or convertible bond issues.
Moreover, public companies enjoy a more favorable balance of equity to debt —
which allows greater bank financing and better terms.

Increased emplovee commitment and recruiting power. By instituting a stock
purchase plan for employees, public companies can, in effect, make employees

owners of the company where they work. Such plans elicit a stronger employee
commitment to productivity and quality, since they link the employees’ financial
future to the company’s success.

Enhanced product marketing. National newspapers and magazines are much more
likely to cover public companies than private companies and to focus on products
from a positioning and market-share perspective. Exposure to a company’s
business and products is enhanced by national radio and television programs
focusing on business and finance, daily stock market tables, required SEC filings
such as a company’s annual and quarterly reports, and securities analyst reports.

Expanded business relationships. The publicity that a public company generates
by meeting its disclosure obligations also brings it to the attention of prospective
suppliers and distributors, as well as potential partner companies for joint ventures.
Such relationships, existing or future, are strengthened by the added confidence
that comes from knowing that the company has met stringent SEC reporting
requirements and stock market financial and corporate governance listing
standards, which operate like a “Good Housekeeping Seal of Approval.”

Facilitated mergers and acquisitions. Public companies are better able to finance
cash acquisitions because they have the option of raising additional cash through a
secondary offering. Alternatively, public companies can use their own stock and
maintain a cash position.

The Responsibilities of Going Public

With these benefits, however, come important responsibilities that involve
sharing corporate control and financial gain, startup and operating costs,
maximizing shareholder value, sharing strategic information, and giving up control
over personal assets in the company.

Sharing corporate control. By selling stock to shareholders, the original owners of
a public company are relinquishing exclusive control of the company’s future.
Once public, most companies need sharcholder approval to take certain corporate
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actions, such as increasing the number of shares outstanding, creating a new class
of stock, or instituting stock-option compensation plans, employee stock purchase
plans, or mergers and acquisitions. Even in decisions where shareholder approval
is not required by law, their interests, opinions, and reactions must be taken into
account.

The company’s degree of control-—measured in terms of the number of
shares held—may be even further reduced by secondary offerings or large
shareholders who act individually or in concert to change the composition of the
board or even replace management. Moreover, an unsolicited tender offer —
meaning the offer to buy a large number of shares by an outside third party — could
wrest the company away from its original owners entirely.

Sharing financial gain. Going public greatly increases the number of company
“owners” — those entitled to share in the company’s profits. Such distributions are
inherent to public share ownership of the company. Public companies with uneven
cash flow may be pressured to make one-time or irregular dividend payments
when revenues permit, while others with established cash-flow levels might be
expected to institute regular periodic dividend payments. For certain growth
companies, on the other hand, stock price appreciation may be the mechanism for
rewarding shareholders.

Start-up and ongoing costs. The initial and continuous costs involved in going
public can be very high. In the beginning, substantial fees are required for various
functions of the public offering, such as underwriting discounts and commissions,
as well as costs for accountants and attorneys. There are also filing, registration,
and transfer agent fees involved. The NASD estimates that going public with a
$25 million offering will incur costs of $2.4 million; a $50 million public offering
would incur costs of about $4.1 million.

Managing to maximize shareholder value. Because corporate control of a public
company ultimately rests with the shareholders themselves, the objectives of any

strategic decision must include enhancing shareholder value. Stock price will
become a factor in management’s deliberations. Since shareholder value is often
measured in terms of the share price-to-earnings multiple, actions such as stock
buy-backs may be adopted specifically to increase that ratio. Other actions, such
as stock splits, may be instituted to respond to the preferences of the shareholder
base.

Sharing strategic information. Public companies are required by law to disclose
information — both to shareholders and financial regulators. Prompt, clear

10
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disclosures help to build shareholder loyalty and the good will of the public by
keeping these parties informed of the company’s activities.

Relinquishing control over personal assets invested in the company. While stock
in a public company may be more liquid than stock in a private company, control

over liquidating that asset is limited. Corporate officers may not trade shares
purchased in the secondary market in response to nonpublic material information.
In addition, there are periods specified by law when shares may not be traded (i.e.,
at the time of earnings announcements) and periods when shares purchased in the
public market may not be resold. The sale stock issued when the company was
private is also restricted.

Venture Capital

It is important for small businesses to know that there are a variety of other
means to obtain financing for small businesses that do not immediately involve
going public. In addition to bank financing, venture capital is an important source
of equity for start-up companies. Venture capital is money provided by
professionals who invest alongside management in young, rapidly growing
companies that have the potential to develop into significant economic
contributors. Examples of companies that received venture capital early in their
development include Digital Equipment Corporation, Apple, Federal Express,
Compaq, Sun Microsystems, Intel, Microsoft and Genentech.

Venture capitalists generally finance new and rapidly growing companies —
usually in high technology — by purchasing equity securities in them. They assist
the companies in the development of new products or services and actively
participate in their management.

Venture capital firms are pools of capital, typically organized as a limited
partnership, that invest in companies likely to provide a high rate of return within
five to seven years. The venture capitalist may look at several hundred investment
opportunities before investing in a few companies with favorable investment
opportunities.

In the last few years, individuals have been a growing part of the early stage
start-up venture life cycle. These "angel investors" will mentor a company and
provide needed capital and expertise to help develop companies.

Another recent trend is corporate venturing or "direct investing”" in
portfolio companies by subsidiaries of non-financial corporations.  These
investment vehicles seek investment opportunities that fit with the parent

11
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company’s strategic technology or that provide synergy or cost savings. Large
corporations have recognized that strategic venture financing is a way to exploit
new technology while limiting their downside risk.

The venture firm aims to exit the investment in the portfolio company three
to five years after the initial investment. Although mergers and acquisitions are
the most common form of exit, the initial public offering is the most visible type of
exit for a venture investment. Moreover, the option of taking a company public —
whether it is exercised or not — is critical to assure the full valuation of the
company at exit. At public offering, the venture firm relinquishes its management
role in the company. It is considered an insider and will receive stock in the
company, but the firm is restricted in how that stock can be sold or liquidated for
several years.

Over the last twenty-five years, almost 3,000 companies financed by
venture funds have gone public. In the year ended June 30, 1999 venture backed
IPOs raised $8.5 billion. Virtually all of venture financed companies that have
gone public do so on the Nasdaq Stock Market. According to Venture One, 98%
of venture backed deals that went public in the first six months of 1999 went onto
the Nasdaq Stock Market. Venture backed companies in the Nasdaq 100
Composite include Apple, Amazon.com, Autodesk, Biogen, Cisco Systems, eBay,
Genentech, Immunex, Intel, Intuit, Lycos, MCI WorldCom, Microsoft, Nextel,
Paychex, PeopleSoft, Qualcomm, Staples, Starbucks, Sun Microsystems, and
Yahoo, among others. Venture capitalists view Nasdaq as a critical part of their
strategy that allows them to liquidate their holdings and reemploy their capital to
new startups.

Stock Market Role in Going Public

Small businesses need to bear in mind the role that a meirket plays in an IPO
and their main goal of access to capital. The stock market should assist the issuer
toward that goal by:

Maintaining a liquid market for the resulting stock,

Providing investors with fast execution of trades at a low cost,
Assuring investor confidence through strict regulation, and
Helping to create demand for the company’s stock.

Not all stock markets are the same, nor is one stock market appropriate for
all types of companies. Markets vary by listing requirements (to begin trading)
and maintenance standards (to continue trading), as well as by their rules and

12
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regulations governing trading, reporting, and settlement. Stock markets also vary
according to market structure and trading mechanisms. The choice of market for a
company going public in the U.S. is a strategic financial decision equally as
important as selecting the right investment banker, law firm, or accounting firm.

There is, however, no consensus on selecting the right fit when choosing a
marketplace. Factors for consideration include industry analysis, earnings and
revenue growth rates, spread, liquidity, trading volume, public float or other issues
as the company defines them.

Listing on the Nasdaq Stock Market

Since its debut as the world’s first electronic stock market in 1971, the
Nasdaq Stock Market has used technology to bring millions of investors together
with the world’s leading companies. By providing an efficient environment for
raising capital, Nasdaq has helped thousands of companies achieve growth and
successfully make the leap into public ownership.

The Nasdaq Stock Market consists of two distinct, separate markets, which
serve both large and small businesses. The Nasdaq National Market includes some
the largest, best known companies in the world, such as Microsoft, Intel, Apple
Computer, Cisco Systems, Oracle, Amgen and MCI WorldCom. National Market
companies must meet stringent financial and corporate governance standards to be
listed and to maintain their listing. The Nasdaq SmallCap Market is the smaller
tier of the Nasdaq Stock Market and utilizes financial standards for listing that are
not as stringent as for the National Market. The corporate governance standards,
however, are the same. As SmallCap companies grow, they often move up to the
National Market. The listing standards for both markets are contained in the
publication Going Public that was provided with my testimony.

These strict entry and maintenance standards for public companies
distinguish a company as a quality investment, ensure that the companies that list
are worthy of investor trust, and that those investors are treated fairly by the
companies’ management. Small businesses need to be aware that because of the
rigor of these standards, many of the companies that apply for Nasdaq listing will
not be listed.

Nasdaq is regulated by employing the industry’s most sophisticated
surveillance systems and regulatory specialists to protect investors and provide a
fair and competitive trading environment.

On Nasdaq, trading is conducted through a computer and
telecommunications network, accessible from desktop computer terminals

13
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worldwide. This market structure is now the most common throughout the world.
Without size limitations or geographical boundaries, or a central trading floor,
Nasdaq’s market structure allows an unlimited number of market participants to
trade in a company’s stock. Together, these participants help ensure transparency
and liquidity while maintaining a fair and orderly market. Nasdaq market
participants include both Market Makers and Electronic Communication Networks
(ECNs), and soon the OptiMark system.

Market Makers. Unlike an exchange, which uses a single specialist to make a
market in a stock, Nasdaq utilizes multiple market makers. These market makers
are independent dealers who openly compete with each other for investors’ orders
in each Nasdag-listed stock, using their own capital to buy and sell Nasdaq
securities. Each market maker has equal access to Nasdaq’s trading system, which
broadcasts their quotations simultaneously to all market participants. The result of
their combined competitive position and capital helps to provide immediate and
continuous trading and maintain an orderly market.

Market makers provide liquidity and create order flow by committing
capital and maintaining inventories, affirmatively seeking the other side of a trade,
and maintaining two sides of the market, continuously buying and selling.

In addition to committing capital, many of Nasdaq’s market-making firms
offer a full range of financial and investment services. These services include
generating research reports on the stocks they trade, seeking buyers and sellers
through retail networks and institutional sales representatives, and advising
companies on initial and secondary public offerings and other investment
transactions. Currently, more than 500 dealers from some of the world’s largest
securities firms as well as from regional, local, and boutique/specialty firms are
registered market makers for Nasdag-listed stocks.

Electronic Communications Networks (ECNs). ECNs, trading systems that bring

in additional customer orders, are also participants in Nasdaq. To trade on Nasdaq,
these private trading systems must be certified with the SEC and registered with
Nasdaq and NASDR. As Nasdaq market participants, ECNs display either one-
sided or two-sided quotes, which reflect actual orders, and provide institutions and
market makers with an anonymous way to enter orders for stock into the
marketplace. ECNs foster competition among market makers and further enhance
the market’s liquidity.

OptiMark. The OptiMark Trading System was recently approved by the SEC as
an integrated facility of The Nasdaq Stock Market trading network. This advanced

14
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electronic trading system offers traders and investors a “third dimension” to their
trading criteria. With OptiMark, investors can indicate their interest in trading
across a range of price and size parameters based on their trading strategies. As
frequently as every five minutes the OptiMark system matches large orders
anonymously — a feature especially beneficial to institutional investors looking to
trade large orders with reduced market exposure.

Conclusion

In conclusion, we thank the Small Business Committee for this opportunity
to relay to small businesses the importance of market choice in going public and
what factors they should consider in that choice. We also invite those small
businesses seeking their [PO dream to join the more than 80% of all IPOs in the
US to come to the Nasdaq Stock Market when they are ready to make that dream a
reality.

15
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Nasdaq Quantitative Listing Requirements

Nasdaq National Market Listing Requirements

Requirements Initial Initial Initiat Continued Continued
Listing 1 Listing 2 Listing 3 Listing 1 Listing 2

Net Tangible Assets' $6 million $18 millicn N/A $4 miflion N/A

Market N/A N/A $75 million N/A $50 million

Capitalization? ar or

Total Assets $75 miflion $50 million
and and

Total Revenue $75 million $50 million

Pretax income $1 million N/A N/A N/A N/A

(in latest fiscal year or
2 of last 3 fiscal years)

Public Float (shares)* 1.1 million 1.1 million 1.1 million 750,000 1.1 million
Operating Histary N/A 2 years N/A N/A N/A
Market Valug $8 miltion $18 million $20 million $5 mitlion $15 million
of Public Float

Minimum Bid Price $5 $5 35 $1 $5
Sharenoiders® 400 400 400 400 400
(round lot hoiders)

Market Makers 3 3 4 2 4
Corporate Governance Yes Yes Yes Yes Yes

' Net tangible assets means total assets (excluding goodwill} minus total liabilities.

2 Far initial listing 3 or continued fisting under option 2, a company must satisfy one of the following to be in ig the market ization requirement or
the total assets and the total revenue requirement.

* Public float is defined as shares that are not held directly or indirectly by any officer or director of the issuer or by any other person who is the beneficial owner
of mare than 10 percent of the total shares outstanding.

* Round lot holders are considered hoiders of 100 shares or more.

The Nasdaq SmallCap Market Listing Requirements

Requirements Initial Listing Continued Listing
Net Tangible Assets' $4 million $2 million
or or
Market Capitalization $50 million $35 million
or or -
Net Income (in latest fiscal year or 2 of last 3 fiscal years) $750,000 $500,000
Public Float (shares)? 1 million 500,000
Market Value of Public Float $5 million $1 million
Minimum Bid Price $4 $1
Market Makers 3 2
Shareholders (round lot holders)® 300 300
Operating History* 1 year
or
Market Capitalization $50 million N/A
Corporate Governance Yes Yes

* For initial or continued listing, a company must satisfy ane of the following to be in compiiance: the net tangible assets requirement (net tangible assets means
total assets, excluding goodwill, minus total iabilities), the market capitalization requirement, o the net income requirement.

2 Public float is defined as shares that are not held directly or indirectly by any officer or director of the issuer or by any other person who is the beneficial owner
of more than 10 percent of the total shares outstanding.

2 Round lot holders are considered hoiders of 100 shares or more.
* If operating history is less than 1 year, initial listing recuires market capitalization of at least $50 million.
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Going Public

The Nasdaq Stock Market
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Preface

Takiﬁg your company public through an initial public
offering (IPO} is a major undertaking for any entrepreneur.
The event is at once a source of pride, an opportunity for
business growth, and a serious legal responsibility. You
are wise to consult many different professionals for
authoritative counsel, These advisers are usually mem-
bers of the investment banking, legal, and accounting
professions—as they should be. Going Public suppie-
ments their valuable perspectives with that of a stock
market and securities industry self-reguiatory organiza-
tion. The Nasdaq Stock Market™ hopes that you find this

publication helpful and wishes you great success.
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When you take your company
public, you gain certain benefits
by assuming additional responsi-
bilities. Both the acvantages and
disadvantages resuft from ifie
fact that your company will
become a public property. By
sharing ownership, you spread
the company’s reputation and

increase its business opportuni-
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Benefits

Expands access to capital. The public market is
potentially the most substantial source of corporate
funding. An initial public offering (IPO} can immediately
bring considerable proceeds to a company.
Subsequently, the public company can return to the
market for additional capital through secondary equity
offerings. The public company is also in a position to
consider bond or convertible bond issues. Finally, a
more favorable balance of equity to debt should allow
greater bank financing and better terms.

Increases employee commitment and recruiting
power. A public company can institute a stock pur-
chase plan for employees, which, In effect, makes
employees owners of the company where they work. It
also may offer them an attractive investment on favor-
able terms. Such plans tend to slicit a stronger
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employee commitment to productivity and guality, since they link employees’ financial future to the
company’s success. At the same time, these plans express the company’s good will through its offer
to share ownership. Similarly, stock-option bonus arrangements are attractive compensation to
financially savvy executives that [ink a portion of their compensation to the company’s future; in
essence, to their own managerial performance. Moreover, such plans tend to put a company’s stock in
predominantly friendly hands and sometimes can, should an undesirable takeover threat arise, be
developed intc a defense strategy.

Complements product marketing. Most companies’ customers are, at the same time, investors
themselves, exposed to the standard information flow of a public company. Articles about the com-
pany in local and regional newspapers and magazines—resulting from the company’s news releases,
media relations initiatives, and business journalist inquiries — will inevitably report on the company’s
products and services. National newspapers and magazines are much more likely to cover public
companies than private companies and focus on products from a positioning and market-share per-
spective. Local radio and television business progrars may contribute to this exposure. Even the
daily stock market tables contribute to public awareness of the company. Likewise, the company’s
annual report, quarterly reports, and corporate identity brochuras publicize the company’s products
as they define the company, outline strategy, and report on perfermance. Securities analyst reports
serve the same function, but from an objective, analytical point of view. Such pubilicity can be an
effective, if indirect, reinforcemant of the company’s advertising and product-promotion initiatives.

Expands business relationships. The publicity that a public company generates by meeting its dis-
closure obligations can also bring it to the attention of prospective suppliers and distributors as well
as potential partner companies for joint ventures, and sometimes the research laboratory or inventor
with a marketable idea. Such relationships, existing or future, are strengthened by the added confi-
dence that comes from knowing that the company has met stringent Securities and Exchange
Commission (SEC) reporting requirements and stock markst financial and corporate governance list-
ing standards. The assurance that a company’s financial condition is subject to continuing scrutiny
by the market may even affect various business negotiations favorably.

Facilitates mergers and acquisitions activity. A public company is better able to finance cash
acquisitions because it has the option of raising additional cash through an offering. Alternatively, a
public company can use its own stock and maintain its cash position. For acquisitions financed by
an exchange of stock, a public company can offer a valuation determined by the market, avoiding
the complications of calculating the value of a private company. Finally, in a merger, a public
company offers the certainty of public disclosure and broad-based shareholder scrutiny when con-
sidering financial condition and operations.

Provides flexibility in personal financial planning. Shares of a public company are much more
liquid than those of a private enterprise and can aid in personal financial management, including
portfolio diversification and asset allocation, as well as the eventual disposition of an estate. Given
their public market valuation, calculating the proceeds from the sale of public shares can be done
with some certainty. Moreover, the ability to time their conversion to cash, while observing insider
selling restrictions and market trends, is greatly increased.
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Responsibilities

Sharing corporate control. While the owner of a private company with venture capital financing is
never entirely free to make strategic decisions unilaterally, owners of a public company share even
more of the decision making. Stock markets require independent members of a public company’s
board of directors to provide an objective review of management’s policies. Public companies may
need sharehclder approval to take certain corporate actions, including increasing the number of
shares outstanding, creating a new class of stock, stock-option compensation plans, employee
stock purchase plans, and mergers and acquisitions. Even in decisions where sharsholder approval
is not required by law, their interests, opinions, and reactions must be taken into account. Of course,
your goal and theirs will largely be the same—enhancing corporate profitability —though you may
Inevitably disagree on the policies and methods to use and the timetable to follow. Also, your degree
of control—measured in terms of the number of shares that you hold—may be reduced by sec-
ondary offerings or large shareholders acting individually or in concert to change the composition of
the board or even replace management. Depending upon the economic environment and company
performance, an unsolicited tender offer could wrest the company away from you entirely.

Sharing financial gain. When considering an initial public offering, owners of private companies
should be aware that going public greatly increases the number of company “owners” — those enti-
tled to share in the company’s profits. Such distributions are inherent to public share ownership of
the company. Public companies with uneven cash flow may be pressured to make one-time or irrag-
ular dividend payments when revenues permit, while others with established cash-flow levels may
be expected to institute regular periodic dividend payments. For certain growth companies, on the
other hand, stock price appreciation may be the mechanism for rewarding sharsholders. Because it
can drive up stock prices, a strong company performance offers investors a chance to share finan-
cial gain, allowing them to sell shares for a profit in the market.

Managing for shareholder value. Senior management of a public company and its board of direc-
tors are ultimately accountable to the shareholders and, therefore, must diligently perform their fidu-
ciary responsibilities. Furthermore, because corparate control of a public company ultimately rests
with the shareholders themselves, the objectives of any straiegic decision must include enhancing
shareholder value. Stock price itself will become a factor in management’s deliberations. Since
shareholder value is often measured in terms of the share price-to~-earnings multiple, certain actions,
such as stock buy backs, may even be adopted specifically to increase that ratio. Other actions
such as stock splits, will be instituted simply to respond to the preferences of a large portion of the
shareholder base. All of these measures, as well as strategic decisions directly affecting operations,
need to be communicated to the market within the context of an ongoing investor relations (IR) pro-
gram. Such a program positions the company with its shareholders and alerts them to the full value
of their ownership position —value that they might not otherwise perceive.
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Sharing strategic information. Periodic financial reporting, required by law, is an added business
expense for a public company. This financial information and the required disclosure of maierial
developments to sharsholders may at times result in sharing what you, as the owner of a private
company, would have previously considered confidential, proprietary strategic information. On the
other hand, there is a wealth of competitive information on operations that is not required to be dis-
closed. While companies must tell more than they may have thought advisable before going public,
ultimately, their competitive outlook should not be adversely affected by these disclosures. Prompt,
clear disclosures will, in fact, help to build shareholder loyalty and the good will of the general public.

Start-up and ongoeing costs. The initial and continuous costs involved in going public can be very
high. In the beginning, substantial fees are required for various functions of the going public venture,
such as underwriting discounts and commissions, as well as costs for accountants and attorneys.
There are also filing, registration, and transfer agent fees involved. After your company goes public,
you must consider the ongoing expenses of producing information for shareholders and regulatory
entities, as well as continuing fees to lawyers and accountants as your company grows. Sample
costs of going public are provided in the table below.

The following table provides examples of the costs asscciated with a $25 million and $50 million
dollar offering. These figures are to serve as estimates so a company can plan accordingly.

Estimated Cost of Going Public

Offering Value: $25 million $50 million

Total Shares Outstanding: 5,880,000 shares 5,880,000 shares

Item Estimated Fee Estimated Fee

Underwriting Discounts & Commissicns $1,750,000" $3,500,000"

tem 13 from Registration Statement

SEC Fees 9,914 19,828°

NASD Fees 3,3756° 8,250°

Printing and Engraving 100,000" 100,000

Accounting Fees & Expenses 160,000 160,000

Legal Fees & Expenses 200,000 200,000

Blue-Sky Fees 15,000 15,000

Miscellanecus 34,200 34,200'

Nasdagq Listing Fees 63,725° 63,725¢

Transfer Agent & Registrar Fees 5,000 5,000

Total $2,341,214 $4,104,003

1 Mean vahee; issuers should be awars that all aspects of the relationship, 4 Inciudes a $5,000 one-time comppany initial fee and 4 fee based on 5,680,000
including underwiiting, can be negotiated. total shares outstanding, Appendix A dstails the fee schedule by which Nasdag

21428 of 1 percent of the offsting value, inclusive of over-aliotment shares. will calculate a company’s entry fee.

33500 + 01 persent of the offering valus, inclusive of over-allatment shares, not
to exoeed 530,500
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Relinquishing control over personal assets invested in the company. Although your investment
in a public company will be more liquid than if the company were still private, your control over liqui-
dating that asset will nevertheless be limited. You may not trade shares purchased in the secondary
market in response to nonpublic material information. In addition, there are periods specified by law
when shares may not be traded at the time of earnings announcements, and periods when shares
purchased in the public market may not be rescld. Moreover, you must be careful to avoid even the
appearance of trading on nonpubiic material information, because such activity by insiders is used
to support fraud claims in securities class-action lawsuits. Also, selling by high-ranking insiders can
adversely affect market confidence in your company while buying sends a positive signal. Both
should be coordinated with the flow of company events and an ongoing investor relations strategy.
Establishing trading windows for corporate officers and monitoring such trading can help to ensure
compliance and reinforce strategic goals, giving peace of mind even in the face of less freedom.
Finally, stock issued when the company was private is still “restricted” under SEC Rule 144 even
after the IPO. Such privately placed stock (and any other stock acquired by corporate officers in the
public market} is subject to the Rule's sale restrictions unless it is included in a subsequent public

offering.
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Chapter

Your company may already have
one or more of the appropriate
members of the underwriting
team—investment bank, law
firm, accounting firm—serving
you on a regular basis. More
likely, however, you will need
efther to review your existing
relationships or establish new
ones that will serve you well
throughout the IPO process.
Because you will probably
continue your relationships

with these professionals for
some time after the underwriting,
personal rapport will, of course,
be important. With your team,
you should feel comfortable

confiding sensitive information,

NASDAQ
ONLINE™

[ Contact
Nasdag

T

Summary

Ratios (Last Fiscal Year)
Price/Earnings
Price/Baok
Price/Sales
Price/Cash Flow
Return on Equity

The company role. Before selecting the team o take

secure that appropriate
discretion will be observed, and

confident in the honesty and

a company public, top company executives must be
ready to take on the responsibility and time involved in
going public, and more importantly being public. The

company’s CEO and other close advisers will need to

accuracy of all advice.

play a key role in the formation of the team, and will

have to make complex decisions throughout the
process of going public based on a review of informa-
tion generated by the team.
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The company’s exacutives also must have a business plan prepared well in advance of making the
decision to go public. The business plan should outline the company’s strengths and weaknesses. It
will also serve to “sell” the company to various entities by demonstrating the viability of the
company and its plans to go public.

Act like a public company. In anticipation of going public, it is imperative to begin to think and act
like a public company—develop a publicly held attitude and mindset—as soon as possible. This
includes addressing housekeeping issues such as cleaning up financials, establishing or reviewing
internal controls, and reviewing company bylaws and stock option p[éns.

Prior to going public, a company should consider establishing and reviewing policies for corporate
communications, developing investor and public relations programs, and setting aside resources to
communicate with new constituents. It is necessary to develop standards for timely annual and
quarterly filings with the SEC and to prepare for after-market support for new vendors and current
team members.

This prepares a company for going public and, better yat, being public. It also saves on accounting
fees and helps cut down on the time it takes to go public.

Time factor. Going public takes a great deal of time. Assigning someone to take the company pub-
lic may prove beneficial so that the company is not derailed from its current business objectives.
Once public, the CEOQ or designated IR manager will need to dedicate a significant amount of time
to managing and communicating to a variety of new constituents: research analysts, porifolio man-
agers, and individual investors. It is best to prepare for this role in the earliest stages of going public.

Choosing an Investment Banker

Interest. At the outset, you need to make sure thai your company selects an investment banker
who will provide your particular PO with the attenticn that it deserves and, afterwards, demonstrate
a long-term interest in your company. Appendix C, Sources of Information on investment Banking
Firms, lists where you can find information to help you select an investment banking firm. Desirable
ongoing post-IPO service includes proposals on financing alternatives, balance sheet structures,

as well as advice on strategic decisions, in addition to trading support and continual research
coverage. (See “NASD Regulation, Inc. Review for Fair Underwriting Compensation, Terms, and
Arrangements” in Chapter 3.)

Prospective public companies and their IPOs differ, first, according to size of offering and, second,
age of company and extent of its operations. There are global, full-service firms; smailer, full-service
national firms with international capabilities; regional firms with in-depth geographic knowledge

and varying product offerings; and boutiques, concentrated throughout the country, with an
industry-sector or product specialty. Select an investment bank that matches your company's
particular stage in its life cycle. Although it may not be a global firm, if you are well served now by

a high-quality, if less visible, firm, you may eventually grow to attract the attention of others.
Increasingly, companies are choosing a regional firm and a national or global firm to manage and
co-manage, respectively, their IPO.
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Transaction experience. The investment banker you choose should have expetience putting
together [POs, and preferably have underwritten equity offerings of the size you are contemplating.
Stock offerings of various sizes by companies of varying size and age pose their own unique chal-
lenges. The investment banker should be sufficiently knowledgeable and creative to propose effec-
tive structural solutions for your company’s individual financial and strategic requirements. Finally,
your underwriter should have experience in other kinds of financings and restructurings and be able
to suggest useful capital formation measures in the future when equity offerings are not desirable.

Industry knowledge. Your investment banker will be able to serve you better if the banker has a
working knowledge of your company’s industry sector—its markets, business cycles, products, and
competitors; common balance sheet structures and financial approaches to operations; investor
expectations, characteristic financing techniques beyond IPOs, and, eventually, potential acquisition
targets and joint venture partners.

Distribution capability. The ability to sell your company’s stock and to target the desired type of
investor to buy it can affect the initial success of the offering, its subsequent market performance,
and even long-range corporate control. Your investment banker should be able to place your stock
with a desired mix of individual investors and institutions, target a particular region of the country if
necessary, and perhaps bring in some international ownership. The underwriter should also be able
to arrange the appropriate syndicate tc supplement its own placement strengths.

Market making. An appropriate volume of stock trading is essential to the long-term financial viabil-
ity of a public cormpany. If you go public on The Nasdaq Stock Market, your underwriter should
commit to becoming a Market Maker in your company’s stock and trade actively in it, as should
other members of the selling syndicate. You may wish to visit the Market Maker’s trading room to
observe its level of activity and meet the prospective traders of your stock. Subsequent to the IPO,
statistics on trading volums, quotations, and spreads will be available for your review.

Research. Your company’s visibility among investors is a key ingredient of market performance.
Pericdic research reports keep your company before the eyes of institutional investors and brokers,
who, in turn, will bring it to the attention of their retail clients. It s preferable if your underwriter has
a strong, active research department and has indicated a long-term commitment to your company
by assigning an analyst to follow it. Again, you may want to meet the analyst who will be assigned
to your company before the [PO to become familiar with his or her background, analytical style, and
predilections in communicating with companies. You should be careful, however, not to discuss the
impending offering or any nonpublic information about your company. If you reveal information

to analysts that the company has not yet announced publicly, you have made them, in effect,
insiders, and they must then refrain from issuing reports untll the company reveals the information
to the public.
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Choosing a Law Firm

Experience with underwritings. The attorney that your company selects to handle your initial pub-
lic offering should be familiar with the underwriting process, including the rules, regulations, and
protocols that govern it. Your attorney should also be accustomed to dealing with the SEC, NASD
Regulation, Inc. and the state securities commissions regarding prospectus approval, both in writing
and over the telephone. For example, your attorney needs to know how to coordinate correspon-
dence with staff of regulatory agencies, how to handle SEC fitings, and must be familiar with the
registration process, including the review of the prospectus and the registration statement. Such
familiarity not only ensures that proper procedures are obsarved, but also helps to avoid inordinate
delays because points of objection can be anticipated and remedied before filing.

Industry knowledge. Because corporate counsel will draft the prospectus, industry knowledge can
be crucial to the description of the company’s business and management’s discussion and analysis,
but particularly in identifying industry risks and judging if disclosure is adequate.

Full-service capability. A full-service law firm can provide helpful, convenient, and probably cost-
effective advice to your principal attorney in matters of due diligence. Should issues about real
property, intellectual property, patents, 401{(k) plans, labor, or environment, for example, be raised,
there likely will be a specialist on staff to provide an opinion.

Choosing an Accounting Firm

Stature in profession. Usually, any company about to tap the public market should retain a national
accounting firm or a firm that is a member of the American Institute of Certified Public Accountants
(AICPA).

Their stature will give your audited financial statements more credibitity with investors, and their
“comfort letter” —assuring that there is no indication that the unaudited financial data appearing in
the prospectus do not consistently follow generally accepted accounting principles—will more read-
ily give other members of the team confidence in the document.

Indusiry experience. Your accountant should be familiar with Financial Accounting Standards
Board (FASB) guidelines in general and any pertaining to your industry in particular. Your accountant
should also be knowledgeable about how revenue is customarily recognized in your industry as well
as acceptable reporting alternatives. Sales, for instance, are reported differently from one industry to
another, and flexibility will be particularly advantageous in cases where the distinction between
product and service is not clear. Also, your accountant should be able to guide you through the cal-
endar of necessary SEC filing requirements.
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Familiarity with emerging growth companies. Because emerging growth companies tend to
employ such incentive compensation arrangements as stock options, your accountant should be
familiar with the varying consequences of reporting them according to the different models in use
and be able to make a judicious selection based on experience. Alsc, accountants accustomed to
working with companies in the early stages of their development can be particularly helpful in
designing and implementing effective financial systems and controls. Accountants can assist with
preparing strong financial disclosure statements, and can advise you on corporate and personal tax
implications when going public.

Some Previous Teams

Appendix F lists IPOs brought to the Nasdaq National Market during 1297. Included is the company
and its industry; the total number of shares; the dollar value of the offering; the initial price per share;
and the underwriter, attorney, and accountant. This list is intended simply to give you some idea of
who handled what kinds of offerings on Nasdaq® during this time period. It is in no way exhaustive
of firms active in this business: other firms not appearing may have been involved in bringing com-
panies public on Nasdag in previous years. Also, they may have brought companies public on other
stock markets during these years. [f you are considering a firm not appearing on these lists and wish
to learn about its experience in this area, request from the firm a list of its previcus IPQ transactions.
Also you can contact a Nasdaq representative for a more tailored list of recent IPOs in your industry.
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Working with the Team:

The Prospectus and Timeline
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Chapter

At the center of the IPO process
is the prospectus. The prospectus
is the first part of the registration
statement required by the
Securities Act of 1933 for a com-
pany to issue new securities for
public distribution. SEC regula-
tions govern the contents of the
prospectus as well as the supple-
mental financial information that
comprises the second part of the
registration statement. The SEC
reviews the prospectus, as does
NASD Reguiation™ in its capacity
as the sole self-regulatory securi-
ties industry association regis-
tered with the SEC (under the
1938 Maloney Act amendments
to the Securities and Exchange
Act of 1934). State securities
commissions will also review a
prospectus for an offering to be
sold within their respective juris-

dictions.
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Developing the Prospectus

The prospectus is both a disclosure document by law
and a selling document by custom, since it is the only
information that the law allows to be disseminated
about the offering. Because the company, its corporate
officers, and board of directors are absolutely liable for
any misstatement or omission of material informa-
tion—even if there was no intent to deceive—the nar-
rative and accounting parts of the prospectus must be
clear and complete. Usually corporate counsel is pri-
marily responsible for drafting the narrative part of the
prospectus, while the accounting firm will prepare the
financial statements and the investment banker will
supply the underwriting details.
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Above all, it is important to be completely and fully truthful in respending te all information requested
by these professionals. Your company’s attorney will judge how to express positive information with-
out exaggeration and negative information, while at the same time posttioning the company as favor-
ably as possible. The attorney cannot accomplish these objectives however, without first finding out
what exactly must be described. All professionals involved will, in their turn, exercise “due dili-
gence” —appropriate care and effort—in ascertaining the accuracy and adequacy of all statements
contained in the prospectus.

The prospectus is required to contain a detailed description of the business, a description of man-
agement structure, management compensation figures, and a description of any transactions
between the corporation and management, as well as the names of principal shareholders and their
amounts of ownership. The prospectus must also include audited financial statements and a man-
agement discussion and analysis of operations and financial condition, together with information on
the use of proceeds, effect of dilution on existing shares, dividend policy, and capitalization. The
prospectus alsc describes the underwriting agreement—including whether the underwriting will pro-
ceed on a firm commitment or best efforts basis, as well as all forms of compensation—and the
selling syndicate.

In particular, a statement of all risk factors is essential, as fs the careful and prudent characterization
of the company’s operating condition and competitive position. Factual statements about the com-
pany and its historical performance should predominate; any statements about prospects should be
carefully qualified. Within these constraints, the prospectus still functions as a sales brochure
because all prospectuses observe the same kind of precision and cautionary tone.

SEC Review for Adequate Disclosure

The SEC’s role in the regulation of IPOs, as with corporations generally, is primarily in the area of dis-
closure. Within the SEC, the Division of Corporation Finance will review the registration statement
when it is filed for the accuracy and adequacy of all “material facts” —information that would affect
investment decisions. IPOs tend to be scrutinized more closely than secondary offerings because
they have not been subject before to such careful analysis.

The SEC will respond formally to the registration statement with a comment letter specifying any
deficiencies that need to be addressed. The compatty, in turn, may file a letter with the SEC
respending to requests for information and describing proposed amendments to the prospecius. [
the SEC is satisfied with the submission, it will indicate that it will declare the registration statement
effective upon request. Because the prospectus must be circulated to potential investors at least two
days before the investment decision, the SEC may at times determine that the preliminary prospec-
tus contains a serious misstatement or omission that requires the company fo recirculate an amend-
ed version of the preliminary prospectus. Where an offering structure is particularly complex, the
company can request a prefiling conference with SEC staff to assist in resolving significant issues.
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While thers is no way to predict what portions of the prospectus will receive the closest SEC scruti-
ny, the SEC does piace great emphasis on the discussion of the company’s operations and financial
results (Management's Discussion and Analysis, the MD&A)}—explaining the company’s financial
performance, liquidity, and resources. Since certain alternative accepted accounting procedures
may exist for reporting particular revenue, the SEC may either object to or require further explana-
tion as to why a particular method was employed. Certainly adequate disclosure of risk is a perpetu-
al concern of the SEC as is sufficient support for positive statements about the company’s
competitive position. Management compensation is also closely scrutinized.

NASD Regulation, Inc. Review for Fair Underwriting
Compensation, Terms, and Arrangements

While the SEC’s review focuses on disclosure, NASD Regulation’s review focuses on the fairess of
underwriting compensation, terms, and arrangements, and is conducted by its Corporate Financing
Department according 1o the NASD Regulation’s Gorporate Financing Rule. NASD Regulation’s
review protects the issuer by monitoring the relationship between the company and the underwriter
to ensure that the amount of compensation paid to underwriters and the terms and arrangements
relating to the proposed distribution are fair and reasonable. The review is intended to assure that a
regulatory fairness is applied to all transactions. However, it is not a substitute for an issuer’s own
negotiating efforts. lssuers should therefore be aware that all aspects of the relationship, including
underwriting, can be negotiated. NASD Regulation’s underwriting compensation guidelines prevent
excessive compensation 1o the underwriters and ensure that the company receives a fair share of
the purchase price paid by investors. Excessive underwriting compensation reduces the net pro-
ceeds of the offering that the company can use to carry out its business plan successfully.

To ensure that investment bankers are fairly compensated for the risks that they assume in an
underwriting, while at the same time making sure that the company is not overcharged for these ser-
vices, the Rule distinguishes between various kinds of risk according to types of underwritings. A
“firm commitment” underwriting entails greater risk than a “best efforts” underwriting because the
investment banker commits its capital by buying the securities outright and becomes the owner of
ali securities that are not resold to the public. In a best efforts underwriting, on the cther hand, the
investment banker agrees to make a good faith effort to sell the securities on behalf of the issuer but
does not risk any capital by purchasing them beforehand. Likewise, an investment banker assumes
greater risk and greater expense in an PO than in a secondary offering because the investing public
is not familiar with the company, and therefore not readily disposed to purchase on the basis of
established stock performance, disclosure, research, and publicity. With an 1PO, the firm must edu-
cate the market to a degree far beyond that required for a secondary offering.
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While taking into account these risks, NASD Regulation evaluates all forms of compensation
according to formulas specified in the Rule, including both cash and noncash items such as stock,
stock options, warrants, and contractual post-offering investment banking services. A determination
of fairness is then made on the total of cash and noncash items and on whether any arrangements
are present that are presumed to be unfair and unreasonable under the Rule. If NASD Regulation
finds that the proposed compensation and arrangements are unfair or unreasonable, the company
and its underwriter will need to renegotiate compensation, revise the unfair arrangemsnt, and amend
the prospectus. The SEC will not declare an underwriting effective until NASD Regulation has con-
cluded its review and issued a comment letter expressing an opinion of “no objections” to the pro-
posed compensation and arrangements.

The actual NASD Regulation guidelines stipulating the maximum amount of compensation allowabie
in various sizes and types of offerings remain confidential in order to preserve a competitive environ-
ment among underwriters. Companies should interview several underwriters and negotiate the most
favorable compensation arrangements, taking into account all cash, securities, rights, contractual
services, and consulting agreements that may be part of the compensation package. Companies
and underwriters may request prefiling advice from NASD Regulation regarding the fairness of
prospective compensation packages.

Companies should keep in mind that NASD Regulation’s compensation guidelines apply o both
underwriters and “related persons” such as a “finder” —somecne whose service 1o the company is
to locate an underwriter and sometimes other members of the underwriting team—and a “financiai
consultant” —someone who advises on the financial statements, size and price of the offering, and
other financial matters. Any compensation paid to a finder or to a financial consultant is counted
under NASD Regulation rules as part of the total compensation package for the offering. Companies
should exercise caution, therefore, in hiring finders and financial consultants since compensation
paid to such persons will reduce the amount of compensation remaining under the guidelines.

After accounting for finders’ or consultants’ fees, a company may have difficulty attracting an invest-
ment bank to undertake the IPO, since there may be insufficient allowable funds remaining to pay
the desired underwriter's customary compensation amount. [n certain cases, the company may
have to settle for an underwriter who is unable tc provide all of the services that a successful under-
writing requires. Sometimes the company may not even be able to engage an underwriter for the
amount of compensation remaining.

State Securities Commissions’ Review of Merits
of the Offering :

Neither the SEC nor NASD Regulation reviews an initial public offering for its soundness as an
investment. The SEC ensures that all the facts that would influence an investment decision are
clearly and accurately disclosed and NASD Regulation ensures that underwriting compensation is
fair to both the company and the investment banker.

20
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A number of state securities commissions, on the other hand, do review the merits of a security.
Typically, their “merit review” standards are indefinite, expressed in terms of offerings that are “fair,
just, and equitable.” Thus, state administrators can exercise broad discretion over offerings that can
be sold in their states.

Federal law now precludes states from imposing their registration requirements on securities that
will be traded on the Nasdag National Market or the New York or American Stock Exchanges. For
IPOs to trade on other markets, the company, through its counsel, must file with each state in which
the securities will be sold. The offerings will be reviewed according to state laws that have come to
be referred to as "blue-sky" laws, after the suspect investments that they are designed to prevent.
Qver two-thirds of these state securities laws stipulate merit as a qualification. Their reviews may
focus on prospective shareholder value and control, such as share dilution and voting rights; the
legitimacy and viability of the company, such as revenue stream, sales, potential products or
services; of, insider privileges, such as options, loans, or other financial arrangements, or seats

on the board.

If necessary, you and your IPO team will have to make adequate preparation to secure approval in
those states where your securities will be sold at approximately the same time as you expect SEC
and NASD Regulation approval so that the offering is not delayed and market-timing opportunities
curtailed. State filing fees are usually based on the aggregate dollar value of shares sold in the state,
and sales reports may have to be filed after the offering to verify previous figures submitted.

The IPO Process

The entire initial public offering process is at once fast-moving and highly structured, governed by
an interlocking set of federal and state laws and regulations and self-regulatory organization rules.
Each member of the IPO team has specific responsibilities to fulfill. Members of your team will
advise you with regard to their specialty; however, you must decide what is best for your company.
Ultimately, the company calls the plays for the team.

Present proposal to the board. The IPO process begins with management making a presentaticn
to the board of directors, complete with business plan and financial projections, proposing that the
company enter the public market. The board should consider the proposal carefully.

Restate financial statements and refocus the company. If the board approves the proposal to go
public, your company’s books and records should be reviewed for the past five years. Financial
statements should be restated to adhere to Generally Accepted Accounting Principles (GAAP), in
order for them to be certified. Any intracompany transactions, compensation arrangements, and
relationships involving management or the board which are customary to a private enterprise but
impreper for a public company must be eliminated and the statements appropriately restated. Also,
you should consider whether the market will perceive =~~~* =t~ ~sinendon: affilistan anavatinne
tangential to your company’s core business.

21
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Find an underwriter and exchange a “letter of intent.” At this point, your company should select
an underwriter if it has not already engaged one {see “Choosing an Investment Banker” in Chapter
2), and formalize your relationship with the underwriter through a “letter of intent,” outlining fees,
ranges for stock price and number of shares, and certain other conditions.

Drafi prospectus. After the letter of intent is exchanged, your attorneys should begin work on the
prospectus (see pages 17-18 of this chapter).

Respond to “due diligence.” The next step is to ask your investment banker and accountant to
begin an elaboraie investigation of your company. Appendix D, Due Diligence Examination Outline,
has a checklist of topics and procedures which serves as an aid in the due diligence process. Your
underwriter will examine your company’s management, operations, financial condition, performance,
competitive position, and business plan. Other factors cpen te scrutiny are your labor force, suppli-
ers, customers, creditors, and any other parties that have a bearing on the viability of the company
as a public entity and could affect the proper, truthful, adequate disclosure of its condition In the
prospectus. The accounting firm will examine financial information and such specific documents as
contracts, billings, and receipts to ensure the accuracy and adequacy of financial staterments.

Select a financial printer. Your company should select an experienced financial printer - one who is
familiar with SEC regulations governing the graphic presentation of a prospectus and has facilities to
print sufficient quantities under severe time constraints.

Assemble the “syndicate.” After the preliminary prospectus has been filed with the SEC and is
available for circulation among potential investors, your underwriter should assemble the “syndi-
cate,” consisting of additional investment bankers who will place portions of the offering to achieve
the desired distribution. Your underwriter should alsc accumulate “indications of interest” —solicited
through its efforts as well as the syndicate’s —from institutions and brokers that have approached
their clients. These give assurance that the IPO is viable and help 1o dstermine the final number of
shares to be offered and the allocations to investors.

Perform the “road show.” Next, your company and your investment banker should design and per-
form the “road show,” a serles of meetings held with potential investors and analysts in key cities
across the country and if appropriate, overseas. The “road show” consists of a fairly elaborate for-
mal presentation on the company’s operations, financial condition, performance, markets, and prod-
ucts and services delivered by the company’s top executives, who are then available for questions.
The “road show” has become increasingly important not only to communicate key information to
investors but also to display the managerial talent and expertise that will be leading the company.

22
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Prepare, revise, print the prospectus. [n the meantime, the preliminary prospectus should have
been prepared and revised according to SEG and NASD Regulation comments, with NASD
Regulation issuing a letter stating that it has no objections to the underwriting compensation, terms,
and arrangements, and the SEG indicating its intent to declare the registration effective. The prelimi-
nary prospectus should be circulated to potential investors at least two days before the effective
date; then the final version of the prospectus can be printed.

Price the offering. Just before the underwriting agreement is signed—on the day before the regis-
tration becomes effective and sales begin—the offering is priced. Your investment banker should
recommend for your approval a price per share, taking into account your company’s financial perfor-
mance and competitive prospects; the stock price of comparable companies; general stock market
conditions; and the success of the road show and ensuing expressions of interest. While your com-
pany will want as high a price as possible, an offering that does not sell or sell compietely will not be
in your best interest, or the best interest of irate investors who find the share price declining in the
market immediately after thelr initial purchase. In fact, investors look for at least a modest increase in
the market price to reassure them about their investment decision.

Determine the offering size. Your invesiment banker should also censult with you regarding the
offering size, considering how much capital your company needs to ralse, the desired degree of cor-
porate control, and investor demand. Often, the more shares outstanding, the greater the liquidity of
the stock, which will increase institutional interest. On the other hand, too great a public float may
lower the price-to-earnings ratio to an unattractive level.

On the following page is an “Initial Public Offering Schedule” that indicates the various tasks

involved in taking a company public, which team member has primary responsibility for each task,
and the general time frame according to which the tasks are usually completed.
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Initial Public Offering Schedule

This schedule applies tc a fully syndicated, fixed-price offering. The time frames are merely illustrative.

Company

Company
Counsel

Company
CPA

Invesiment
Banker

Investment
Banker’s Gounsel

Financial

Printer

SEC

NASD Regulation

2 years

Actlikea
public company

1-6 months

Select the team;
Execute letter of
intent

Perform “house-
keeping” of
company records;
Draft $-1; File w/
the SEC, file Nasdaq
listing application

“Clean-up” and
restate balance
sheet; Prepare &
review audited
financial statements

Assess market;
Make presentation
to koard

Begin due diligence

Print preliminary
registration state-
ment/orospectus

Confer regarding
“problems,” if
necessary

Request prefiling
advice, if necessary

1-3 months 1-4 weeks
Select printer & Executives
transfer agent perform
“road show”
Prepare & file Clear SEG
preliminary comments
registration
statement
Prepare draft Prepare updated
“comfort letter” financial
statements, if
necessary
Continue due Orchestrate
diligence “road show™;
Solicit expres-
sions of interest
Prepare NASD Clear NASD
Regulation filing; Regulation
Undertake comments
“blue-sky” filings
Produce SEC &
NASD Regulation
“filing packages”
Review preliminary
registration state-
ment; lssue
comment letter
Review Resolve
preliminary comments
registration

statement; [ssue
comment letter
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Before Effective Date After Effective Date
f—————————————a »-—
1-10 days 1day Sdays 0-30 days (optional)
Issue press release Execute Provide certificates; Provide additional
undenwriting Collect proceeds certificates; Collect
agreement additional proceeds

Recquest acceleration; Deliver documents/ Update closing

File final registration opinions documents

staternent
Deliver draft Deliver final Deliver “bring Second “bring
“comfort lefter” “comfort letter” down comfert down comfort

Jetter” letter”

Form syndicate; Execute Provide net Exercise overallotment
Place “tombstone” underwriting proceeds option; Make deter-

agresment mination about

issuing research report

Gontinue due Assist in closing Assist in second
diligence closing

Print final registration
statement/prospectus

Declare offering
effective

Declare no
objections
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Selecting a Market:
The Nasdaq Stock Market and Its Benefits
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Chapter

Not all stock markets are the same, nor
is one stock market appropriate for ail
types of companies. Markets vary by
listing requirements (fo begin trading)
and maintenance standards (to conti-
nue trading), as well as by their rules
and regulations governing trading,

reporting, and settlement. Stock mar-
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kets also vary according to market f i 851.35
structure and trading mechanisms. The 84970
’ | = T8

choice of market for a company under-
going its IPQ is a strategic financial
decision. It is important to choose the
best market for your company—the
one that most effectively enhances the
attractiveness of your stock to
investors and broket/dealers, and best
meets your needs as you fulfill your

responsibilities as a public company.

This chapter provides you with an
overview of the distinction between
The Nasdaq Stock Market and other
markets. It also provides a brief sum-
mary of the benefits provided to

Nasdaq-listed companies.

Types of Securities Markets

Screen-based versus floor-based. On a screen-based
market like Nasdag, trading is executed electronically
through the means of a huge and highly sophisticated
computer network. There is no physical trading “floor,”
like that of an exchange. Instead, traders can access
the market on screen, through desktop computer termi-
nals from anywhere in the world. Without size limita-
tions or geographical boundaries, screen-based
markets are able to accommodate an unlimited number
of buyers and sellers willing to trade in a company’s
stock. Floor-based markets, on the other hand, are
designed to take incoming stock orders, channeling
trades through a single person, or specialist. [n
essence, floor-based markets wait for capital to come
to the market, while screen-based markets bring the
market to companies in need of capital.
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Multiple Market Participanis vg. Specialist. Screen-based marksts enable numerous participants
10 trade stock in a company. On Nasdag, these participants are divided into two groups: Market
Makers and electronic communications networks (ECNs). Market Makers are independent dealers
who compete Tor invesiors’ orders by displaving their buy and sell quotations on Nasdag, Because
sach Market Maker has squal access to Nasdaq’s trading system, their quotations are
simuitaneously broadcast to afl market participants. When an order is received, a Market Maker will
immediately purchase for or sell from their own inventory, or seek the other side of the trade until it is
executed, often in a matter of seconds.

ECNs are trading systems which offer Market Makers and institutional traders an anonymous way to
enter orders info the marketplace, As Nasdaq market participants, ECNs foster heightened
compeiition among Market Makers and introduce greater fiquidity to the market — the result of which
vields better prices.

On floor-based markets, all stocks are routed through a single persan, called a specialist. Specialists
match and execute orders for a company’s stock as they are recsived, trade for their own accounts,
and formulate the public quote for the stock. Like Market MaKers, specialists also make markets ina
number of different companies’ stock, but uniike Market Makers, they have exciusive rights to trade
for those companies.

Hybrid versus order-driven market. Until recently, trading activity on Nasdag was quotation-
driven. Market Makers competad for investor orders by broadcasting their quotations - or offers to
buy and sell stock — on screen. Since implementing new order handling rules in 1997, Nasdaq has
evolved into a hybrid market, incorporating the best features of both quotation- and order-triven
markets. Market Makers can now respond 1o both competing quoles and incoming buy and sell
orders brought o the markstplace through ECNs, a direct result of incorporating the order handling
rules into Nasdac.

Floor-based markets, on the other hand, remain order-driven: specialists respond to the flow of
incoming buy and sell orders which, if unbalanced, may affect their ability to make a market in a
company’s stock and necessitate a halt in rading. In some cases, if market participants cannot
execute a trade through the specialist, they may bypass the floor of the exchangs to find anoclher
investor.

Nasdaq Benefits

Increased visibility through Market Maker sponsorship. Unlike the specialist, who functions
orimarily to match orders, Nasdag Market Makers commit capital and resources to make a market in
a company's stock, providing the stock visibility and immediaie, continuous trading. In addition,
many Market Maker firms offer a full range of services to generate interest among investors. These
services include distributing research reports on the stacks they trade, seeking buyers and sellers
among retall networks and institutional sale representatives, and underwriting — helping companies
with initial public offerings.

Greater market depih. Compared to floor-based exchanges, Nasdag offers greater depth of
market, or the total number of buyers and sellers refated to the arnount of capital committed 1o a
stock. With a structure of multipie market participants, Nasdag ensures companies of greater
available capital and more continuous trading in their stocks. Knowing there are willing buyers and
sellers in the marketplace reassures investors of a stock’s marketability, especially during periods of
heavy frading volume. Nasdaq’s market depth is further enhanced by ECNs, which bring additional
buyers and sellers into the marketplace.

28



94

In traditional floor-based markets specialists may trade from their own account, with a single
specialist making a primary market for a company’s steck. Capital is derived from that one
specialist’s firm's resources — which is typically allocated among numeraus stocks. During periods
of heavy volume, if order imbalances occur and the specialist’s account cannot handle the overflow,
the specialist may halt trading to match buyers and sellers. No halts for order imbalances occur on
Nasdag. Market Makers absorb the imbalances by committing their own capital.

Greater liquidity. Nasdag's market structure can provide a company’s stock greater liquidity — the
sase with which a stock market can absorl» volume buying and selling without dramatic fluctuations
in price. This gives investors confidence in the ownership position they have taken in a company.

Market Makers build liquidity by committing capital to support immediate and continuous trading in
a company's stock. This role provides more buying and selling opportunities for investors, since
they do not have to wait for the other side of their trade to be found. ECNs add to the market’s
liquidity by bringing additional orders into Nasdag.

Price efficiency through competition. In securities trading, competition is one of the most
important factors in creating price efficiencies. The aggressive competition for orders fostered
among Nasdag’s Market Makers and all market participants helps to ensure investors the best price
for the stocks they purchase.

In 1897, Nasdaq implemented new order handling rules which have enhanced price efficiency and
made the market even more responsive to the needs of investors. In combination with Nasdag’s
move to quoting in 1/16ths, these rules have resulted in an average spread reduction of more
than 40%.

The new rules also allow investors to have their best-priced limit orders — orders to buy or sell stock
at a specified price — displayed 1o all market participants. When priced better than Market Makers’
guotes, investors’ limit orders can now set the inside spread (the difference between the best buy
and sell price).

Quality listing requirements. The Nasdaq National Market’s stringent entry and maintenance
standards for public companies — in terms of both financial guidelines and corporate governance
standards - distinguish a company as a quality investment. See Appendix A for a detailed listing of
these requirements.

Market analysis and investor relations informational resources. Nasdaq provides its Nasdaq
National Market companies with a varisty of information services to aid them in their corporate
finance decision-making and Investor relations programs.

Quality Personal Service
* Prior to listing, Nasdag assigns prospective National Market companies with a Business
Development Director, who:

- serves as a direct lialson between the company and The Nasdaq Stock Market

- provides consultation on going public and listing on Nasdaq

- provides customized analyses of company peers on Nasdaq and cther exchanges

- will present the benefits of The Nasdaq Stock Market to the company’s executive
management team and board of directors
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+ After listing on Nasdag, each Nasdag-listed company is provided with a Director of Nasdag
Company Services, a prirmary day-to-day contact who:

- is knowledgeable on finance and market matters

- is qualified to answer questions on the performance of a company’s stock
— can help companies develop customized investor relations programs

- can keep companies abreast of industry-related issues and rule changes

Strategic Tools for Equity Management

* Nasdag Online™ delivers online market intelligence exclusively to companies listed on The
Nasdaq Stock Market. As one of Nasdaq’s primary Web-based services, Nasdag Online was
developed following months of research into corporate executives’ information needs.

* Nasdag Online serves as an effective tool for strategic decision-making, helping companies
manage relationships with analysts and providing access to market commentary. At a glance,
users can see how their stock is trading, follow their competitors, and track the market's activity
at any given moment. Cortinually updated, Nasdag Online also offers a real-time data and report
generator to assist company executives in preparing presentation-quality materials for
institutional investors and board members.

Outreach to investors

+ Nasdag’s Web site, nasdaq.com, is one of the top sources of financial information on the
Internet, averaging 10 million hits a day. The Nasdaq Stock Market has gone to great lengths o
reach out to investors through nasdag.com, providing a wids range of information and direct links
to more than 2,800 Nasdaq-listed companies.

* Nasdag.com can increase a company's visibility among individual investors by offering
continuous, accurate price quotes (15-minute delay), market news, historical charting and analyst
recommendations. Shareholders can use nasdag.com to track their portfolios or link directly to a
company’s Web site.

* Nasdag.com provides the following information for Nasdag-listed companies:

- A one-page printable company stock report featuring up to five years of sales, net income
and earnings-per-share information as well as summaries of income statements and balance
sheets for the previous four quarters.

— Company stock quotes (15-minute delay).

- Company specific news from PR NewsWire, BusinessWire, Reuters, and MSNBC.

- Intraday and historical charting of daily closing price and share volume for 3-, 6-, 12-, 24-,
36-, and 60-month intervals.

- Direct links to a company’s online filings with the SEC’s EDGAR database.

— Links to weh sites for company and product information.

— A company LogoTicker™ that helps investors guickly identify a company's stock information.
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Infermative Programs

* Nasdag National Market company executives are frequently invited to Nasdag-sponsored
investor relations and financial management programs. These programs are designed for a
campany at every siage of is fifecycle. Topics includer

- Understanding The Nasdag Stock Market
- Disclosure and safe harbor

- Communication to shareholders

— Sharsholder litigation

— Managing expectations of the street

— Corporate governance

- Reaching international investors

Strong market performance. The Nasdaq Stock Market is known for its innovative, forward-
looking growth companies. Invesiors anticipate attractive returns with such companies and
routinely look to Nasdag for these opportunities. By geing public on Nasdag, your company can
join other Industry leaders in being associated with the besi-performing and fastest-growing stock
market in the world,

§ Performance Through Year-End 1997

S&P 500

83 86 87 88 8 90 91 92 93 84 95 95 97

Year

Soures: FaciSet Research Systews

N
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Once your company has gone
public, its capital raising abilily
will depend largely on the invest-
ing public’s valuation of its worth
as reflected in its share price.
Even the availability, magnitude,
and terms of nonequity financing
will be influenced by the stock
market's assessment of your
company’s prospects.
Companies most successful in
attaining optimum market valua-
tion view their stock as another
product or service that they pro-
vide customers, in this case,
investors. They market this
product—in essence, the com-
pany itself—through a well-
conceived and well-executed

investor relations program.
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Objectives of an Investor
Relations Program

Make the stock attractive as an investment product.
Given that investors have a wide variety of alternatives
in which to put their money, a public company must
position its stock in the forefront of attractive invest-
ment opportunities. Such positioning will range from
promoting the company to enhancing the investment
vehicle itself through the institution of regular dividends,
stock buy backs, or stock spilits.

Attain and maintain the highest sustainable price for
the stock. Share price must always be considered in
relation to your industry, earnings history, growth, and
growth potential.
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Achieve a price-to-earnings ratio above the industry average. A price-to-earmings multiple com-
mensurate with your company’s performance, but above the average for its industry sector, will dis-
tinguish it as a superior equity investment.

Build @ broad and diversified shareholder base. You will want as broad and diversified a share-
holder base for your company as is appropriate for its size, age, customer base, and market posi-
tion. Such a roster of shareholders increases the company’s visibility before other investors as well
as professions serving the company, its business associates, and customers. Smaller companies
may prefer a regional shareholder population, while those doing business nationally and internation-
ally may want investors across the country and overseas.

Attract an appropriate shareholder mix. Primarily for the purpose of corporate control, you will
want a balance of individual and institutional shareholders. Although individual investors are usually
axpected to be more loyal than institutions, you should keep in mind that many individuals now
invest in stocks through mutual funds. Conversely, in cur age of shareholder activism, institutional
investors now frequently view their sizable stock investments as long-term positions in a company,
whose strategic policies they will attempt to influence.

Build a liquid but stable trading market for the stock. Although it may now be somewhat more
difficult te identify investor predilections, you nevertheless will want to encourage an appropriate
level of trading activity in your stock to keep it a liquid investment while avoiding volatility that will
scare away potential investors. You can achieve suitable liquidity by attracting the desirable mix of
shareholders: short-term investors who buy your stock looking to capture periodic trading profits,
and long-term investors who hold the company’s stock through periods of unusually weak or strong
performance.

Preserve a ready market for the company’s securities for future capital raising. Your company
should be sufficiently known and appreciated by the investment community so that secondary stock
offerings or bond issues, however substantial, can be readily sold te retail investors or placed with
institutions. In this way, strategic financial management depends directly on effective investor rela~
tions for its success.

Strategies for Audiences

Shareholders —retail. The individual sharsholder still tends to be the most loyal to a company.
While rewarding shareholders with good results is certainly most effective in securing that loyalty,
the way your company routinely treats the individual investor will be decisive during periods of weak
performance. Your public company needs to make the individual investor feel included among the
company’s priorities. Such concern can be demenstrated through clear, honest, timely communica-
tions. In addition to the printed matertals sent by your company, these shareholders will be influ-
enced primarily by their brokers and securities analyst reports, followed by media coverage.
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Shareholders — institutional. Increasingly, the sophisticated, skeptical institutional investor needs
to be reassured of management’s capabilities and the wisdom of their strategic plan. While most
investment managers are results-oriented, the influence of shareholder activists has lengthened

the traditional time horizon for many. In return for their patience, today's institutional investors
expect an audience on, if not influence over, strategic decisions. Your company can help to solidify
its position with its institutional shareholders by initiating and maintaining a continual dialogue.
Institutional managers supplement their own analyses of companies with sell-side securities analyst
research as well as that of in-house buy-side analysts, in addition to consulting with investment
bank sales representatives.

Securities analysts. The most probing and ingisive of a public company’s audiences, securities
analysts are particularly dependant on their reputation for the “correct call.” Your company can give
them confidence in their assessments by mobilizing for them publicly available infermation on the
company’s situation and direction. Inform analysts promptly and fully of all material developments;
provide hanest, focused, even detailed replies to their questions; and send useful strategic, opera-
tional, market, and product information and statistical data. Your company should position itself with
analysts by suggesting appropriate criteria by which it should be appraised—indexes, ratios, com-
pstitors, markets—lest the analyst judge the company by standards that are not entirsly relevant. To
facilitate communication, your company should offer analysts a daily contact—perhaps an investor
relations officer—for routine inquiries, frequent access to the Chief Financial Officer or ranking finan-
cial executive for financial policy and condition, and periodically the Chief Executive Officer for dis-
cussions of strategic direction. Given the analyst’s considerable influence over institutional investors
and brokers, your company should provide them with as much information as is commensurate with
its business interests and the securities laws. Your company should present itself in the best possi-
ble light without making qualitative statements that are more properly the domain of the analyst,
avoid revealing competitive information, and never make the analyst privy to material information
that has not yet been publicly disclosed —which will have the effect of silencing that analyst until the
announcement is made.

Stock birokers. Retail stock brokers have considerable influence over the individual investor, and
the “big producers” command the attention of their peers. Because they must sell a variety of equity
investment alternatives to numerous customers, time constraints prevent brokers from acquiring an
analyst’s indepth knowledge on any one company and from imparting such detail to their cus-
tomers. Consequently, they place their trust in analysts they respect, their sales managers, and their
own judgment. Nevertheless, your company can adapt its communications strategy to brokers’
requirements by supplying them with a few succinct, compelling selling points about its stock,
which will convince the brokers and, in turn, help them to convince their customers.

Business media. Journalists covering business news are concerned about truthfulness, incisive-
ness, exclusivity, novelty, originality, and independence. They want to report accurate news about
your company, be the first or among the first to do so, and yet not appear to be an extension of your
company’s marketing program. Moreover, their deadlines are often a maiter of hours, sometimes
minutes. Your company always needs to be prepared to supply them with accurate information
quickly and succinctly, preferably in quotable statements or phrases. At the same time, your
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company must endeavor to present itself in the most favorable terms. Finally, its spokespeople must
be schooled in handling series of probing questions journalists tend to ask in order to ferret out what
they fesl is the “real story” or any weaknesses with which they can balance the strengths.
Relationships should be developed with journalists covering your company’s industry for the most
prominent business publications. Build these relationships by trying to provide journalists with help-
ful information. Present spokespeople as sources of information on the industry as well as your
company. Suggest cutting-edge story ideas that may or may not involve your company as well as
additional sources of information outside your company. This approach will actually increase the fre-
quency of your company’s coverage as well as its fairness.

Miarket Malkers. For Nasdaq companies, how well their stock trades will depend, after investor
interest, on the quality of the market that its Market Makers create for them. Are the bid and ask
guotations competitive with other comparable stocks and with other Market Makers in your stock?
Your company should generate continuing interest in its stock with Market Makers by alerting them
to corporate developments or programs that may increase investor demand and trading volume.
Acquiring additional Market Makers, through presentations, will draw further attention to the stock
and create more activity.

Tactics

Corporate brochures and Web sites. Ali of your company’s written and electronic communications
- the style of language and graphic design as well as their content — are a major source of your
company’s image. The annual report is as much a marketing initiative as it is a legal document. Your
company can supplement its routine communications with an attractive corporate brochure and cor-
porate Web site that defines the company, articulates its strategy, presents its operations, and pro-
files its top executives. Send the corporate brochure to all audiences and revise it regularly and
update your Web site with current information on a continual basis.

News red News rel reparting material developrnents are required by law o satisfy dis-
closure requirements to the investing public. A company is customarily considered to have made a
good faith effort at disclosure when it sends a release to the market on which its stock is traded, the
major news wires (Dow Jones, Reuters), paid news wires (PR Newswire, Business Wire}, and the
maijor national newspapers (The Wall Street Journal, The New York Times), and the major newspaper
of the city where it is headquartered. In addition, your company will want to send a release o its reg-
ular press list, which will include other wires such as the Associated Press and United Press
International, business information services such as Standard & Poor’s and Bloomberg, business
magazines, trade publications, and regional and local newspapers whers your company does busi-
ness or has investors. They can also be sent directly to your analysts. It is imperative for your com-
pany to inform the financial community regularly of its performance, reporting favorable and
unfavorable material developments promptly. Not only does this build your company’s credibility, but
it aiso may help prevent shareholder class action lawsuits that tend to be precipitated by sharp
declines in share price. Adequately preparing the market for bad news over time wili help to effect a
gradual, rather than precipitous, decline in stock valuation.
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Backgrounders and fact sheets. One-page discussions of important corporate developments,
operations, products, markets, industry, personnel, scological and soclal programs, charitable con-
tributions, sponsored community events, and corporate history, as well as one-page presentations of
factual and statistical information on operations and performance with charts and graphs can serve
as effective periodic direct mailings in themselves or may be used to customize an information pack-
age for particular occasions. Although usually intended for press distribution, backgrounders and
fact sheets—succinct, well-organized, and sasy to use—are effective communications tocls with
brokers and other audiences under severe time constraints.

Shareholder letters from corporate officers. Occasional |etters from the chairman of the board or
the chief executive officer to shareholders on developments of strategic importance strengthén your
company’s relationship with them. These letters can be particularly effective in times of crisis and
can reassure during periods of weak performance.

New shareholder welcome letters and telephone calls. An individual’s new investment in your
company provides the opportunity not only for a welcome that will help to engender loyalty but also
to familiarize the investor with your company through accompanying materials. For institutional
shareholders taking large positions, a telephone call offering any assistance in the future can be an
apgropriate beginning to a long-term relationship.

Institutional shareholder visits. Regular, periodic visits by your company’s ranking financial officer
or chief executive to institutional shareholders will indicate that the company values them and
demonstrate that their advice on strategic direction will be taken intc consideration. While these
executives should be prepared for difficult questions, such meetings can diminish the possibility of
more direct, public confrontations. Executives must be careful, however, not to reveal nonpublic
material information.

Shareholder surveys. Occasional surveys of shareholders, individual and institutional, can give
insight into the preoccupations and objectives of investors regarding strategic direction, operations,
and investment goals and requirements, as well as such shareholder-oriented initiatives as dividends
and stock splits. They are also persuasive evidence of the company’s commitment to shareholder
satisfaction.

Analyst group meetings. Your company can regularly schedule analyst group meetings in those
financial centers containing large concentrations of its analysts. The frequency of these mestings
depends on the size of your company and the strength of its following, though quarterly is recom-
mended. If analyst coverage is modest, individual mestings may be more appropriate. Plan group
presentaiions carefully and use slides, video, or other visual aids. Schedule time to field questions,
and distribute a transcript of the presentation and hard copy of visuals, if possible, or substitute
charts and graphs. Some of these techniques may also be appropriate for individual meetings. It is
advisable not to have joint analyst/press meetings, because the questioning will often be at cross
purposes and the company risks leaving a confused impression on both audiences. Be sure that all
staternents your company’s representatives make at these meetings consist of public information.
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Analyst trade association presentations. Analysts belong tc national, regional, and local trade
associations and specialty groups focusing on specific industry sectors. These associations regular-
ly sponsor forums for company presentations or will cooperate with companies to arrange such
meetings. Not only will such presentations keep your company’s regular analysts up to date, they
may also attract others to your company.

Analyst on-site company taurs. Inviting analysts to well-planned visits of company headquarters
or facilities can help build a positive company image, for instance, by reinforcing statements about
modern plant and efficient operations; effective, well-trained personnel; or visible cost-reduction
measures. While your company must make sure that nonpublic, material information or trade
secrets are not on display, analysts can be introduced to a wide range of information firsthand. Such
visits build good will and instill confidence as they serve to inform.

Analyst prospecting. Companies may wish to increase their analyst following through several initia-
tives. A direct mail campaign targsted at particular regions of the country where Increased coverage
is desfred to attract investors is an inexpensive method. Indications of interest can be followed by
regular informational maiiings. Perhaps more effective, if more expensive and time-consuming, is a
telephone survey eliciting degrees of interest and desired channels of communication. Most effec-
tive is to target particular key analysts for office visits and presentations by corporate officers.

Broker mailings. Although stock brokers generally seek their decision-making information from
other sources, selective corporate mailings of the annual report and certain fact sheets will serve as
a useful reminder of your company.

Broker sales manager meetings. Scheduling succinct, well-planned presentations to sales man-
agers that direct large retail brokerage operations can result in an increase in the attention paid to
your company by a substantial number of their sales force.

Media interviews. Scheduling interviews with journalists for information only, rather than for an arti-
cle, may actually bring about a future article at the same time that it helps to strengthen the refation-
ship. Be sure to inform the journalist what topics your company’s spokesperson is prepared to
discuss and obtain an understanding whether the interview is "on the record” —statements are
quotable and for attribution to your spokesperson—or “off the record” and unquotable, even without
attribution. Speaking off the racord to a journalist can be risky: misunderstandings may arise regard-
ing availability for quotation; you cannot control the use to which the information will be put ner to
whom it will be communicated; and you sacrifice interview time that can be used to make state-
ments that can be quoted. Corporate spokespeople do well to observe the following rule: if you
don’t want to see it in print, don’t say ii. Prepare the spokesperson by providing any necessary
information on those topics and organizing their thoughts into succinct bullet points. Also, formulate
a list of positive and negative questions con the topics and the company in general. Stage a mock
interview for less experienced spokespeople. Caution spokespeople to stop talking when they have
answered a guestion to their satisfaction: running on wiil run them into trouble.
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Press briefings. Press briefings atiract their best attendance when held in conjunction with a signif-
icant corporate event or announcement, but they can also be effective when organized around a
topic of particular interest.

Your company can invite other companies from your industry or related industries or professions to
participate. Brief presentations followed by a guestion and answer session are the norm. Breakfast
or luncheon meetings are most time-efficient for journalists. Follow-up mail invitations and tele-
phone calls with reminder calls the day before the event. Keep in mind that the drawback to press
briefings from a journalist’s point of view is that any question they ask and the resulting answer are
available for all others attending to quots, whereas the same question and answer in an interview is
their exclusive. Remember too that such an interview will probably be available to them by tele-
phone. Attendance at press briefings may therefore seldom be what you might expect. The pres-
ence of ranking corporate officers at the same place at the same time, ones to whom mast
journalists would not have easy access, is a major draw.

Market Maker trading-room visits. For Nasdaq companies, periodic visits by one of your compa-
ny’s top executives to your Market Maker at the firm’s trading room can give your stock a face and
personality, as well as provide an opportunity to communicate valuable information, answer ques-
tions about the company, and acquire insight into traders’ concerns. Be sure to go only at the end of
the trading day, after 4 p.m., Eastern Time (ET). Before trading begins at 8:30 a.m., ET, traders are
husy in briefing meetings, formulating strategy, and reviewing positions.

Market Maker mailings. To reinforce the relationship established by periodic visits, your company
can mail an ocecasional backgrounder or fact sheet as well as news releases to Market Makers. This
information will probably not be new to the trader, who will receive wire reports up to the minute that
may affect the market, but they are a reminder of certain important facts or events in permanent
farm.

Market Maker solicitation. Your company should identify potential new Market Makers for its
stock. At first, you may want to target those firms that already make a market in the stocks of com-
panies in your industry. Arrange a presentation to the executive in charge of equity trading, the head
frader, and any others interested. Sometimes traders can be included in presentations made to the
firm’s analysts. Follow up the presentation with a telephone call to see if the firm wants further meet-
ings with other decision-making executives and begin timely mailings of corporate information.

Executive participation in industry frade associations and business-related organizations.
Investors are attracted to companies that assume a leadership position in their industries, and expo-
sure that top executives receive in trade associations and business groups can complement a com-
pany’s climb in market share.
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Measurements of Success

Maw shareholders. Is the number of individual and institutional shareholders increasing?
Adjustments in your company’s investor relations program can be made to increase either group, or
both.

Total shareholders. |s this number increasing or decreasing? What Is the rate of increase or
decrease per year? While market conditions and corporate events will have an effect on this number,
a decrease does have implications for corporate control and future securities sales. Your company
may wish to broaden the target audiences of its investor relations program.

Mumber of analysts following the company. A modest annual increase in the number of analysts
producing reports on your company is desirable. Just as important, your company should gradually
be securing the following of the most well-known and well-respected analysts in its industry sector.

Number of stock brokers recommending the stock. A decrease in this number may call for
increasing efforts to reacquaint brokers with the company if the decrease cannot be accounted for
by your company’s industry being temporarily out of favor or substantial problems at the company.

Price-to-earnings ratio. Is your company’s price-to-earnings multiple maintaining a position above
the industry average? Is it increasing or decreasing over time? In line with the rest of the iIndustry or
counter to it? More work focused on increasing the market’s valuation of your company’s stock may
be needed.

Average trading volume. Your company heeds to monitor trading volume daily, particularly block
volume, as a barometer of market sentiment and for advance notice of threats to corporate control.
Too little trading volume can be remedied by generating more interest in the stock, while unusually
large volume may require that your company identify market rumors and perhaps issue information
that—directly or indirectly, depending on the rumor —responds to them.

Number of Market Makers trading stock. This number wil! fluctuate in part as a result of general
market conditions and internal business factors in individual Market Making firms. If losses occur,
your company may need to emphasize initiatives to strengthen and expand its Market Maker
relationships.

Number and quality of inquiries to the company. The number of inquiries to your company over
time will indicate in itself the range and intensity of your investor relations program. These inquiries
can be analyzed further according to audience and geographical region. The quality of these
inquiries —hew much knowledge of your company, its industry, and the stock market is evident—will
indicate the degree to which your Investor relations messages are being understood. To a certain
extent, your company must educate its audiences —observing the appropriate level of sophistication
and tact—not ohly about your company’s characteristics but also about its industry as well as the
general business and economic envirenment, and even stock and bond investing.

40



106

Conclusion

The transition from a private company to a public company is a tremendous undertaking. However,
once you have decided to take your company pubdlic, it iz important to begin “acting like a public
company” early on. As mentioned In this publication, there will be a lot of fime, expense, and labor
devoted to this effort and & will continue 1o demand resources as you enter the public market, but
once your cormpany goes public, your team and your company wilt be prepared,
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Appendix A

Nasdaq National Market Listing Requirements

Requirements Initial Listing initial Listing Initial Listing Continued Continued
Listing Listing
1 2 3 1 2
Net Tangible Assets' $6 million $18 million N/A $4 million N/A
Market Capitalization® N/A N/A $75 million N/A $50 milion
or or
Total Assets $75 million $50 million
and and
Total Revenue $75 million $50 miliion
Pre-tax Income $1 million N/A N/A N/A N/A

(in latest fiscal year or 2
of last 3 fiscal years)

Public Float (shares)® 1.1 million 1.1 million 1.1 million 750,000 1.1 million
Cperating History N/A 2 years N/A N/A N/A
Market Value of $8 million $18 million $20 million $5 million $15 millicn
Public Float

Minimum Bid Price $5 %5 $5 $1 $5
Shareholders 400 400 400 400 400

{round lot holders)*

Markst Makers 3 3 4 2 4

Corporate Governance Yes Yes Yes Yes Yes

' Net tangible assets means total assets (excluding goodwill) minus total liabilities.

* For initial |isting under option 3 or cantinuad listing under option 2, a company must satisfy one of the following to be in compliance: the market
capitalization requirement or the total assets and the total revenue requirement.

¢ Public float is defined as shares that are not keld directly or indirestly by any officer or director of the issuer of by any other person whe is the
beneficial owner of mare than 10 percent of the total shares outstanding.

“Round let holders are considered holders of 100 shares or more.
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New York Stock Exchange Minimum Quantitative Standards

Shareholders (A,B)

Round-lot Holders (holders of a unit of trading — generally 100 shares) 2,000

or:

Total Shareholders 2,200
...together with

Average Monthly Trading Volume (for the most recent six months} 100,000 shares
or:

Total Shareholders 500

.fegether with

Average Monthly Trading Volume (for the most recent twelve months) 1,000,000 shares
Public Shares (B) 1,100,000
Market Value of Public Shares (B,C) $40,000,000
Net Tangible Assets (D) $40,000,000

Demonstrated Earning Power Qver Three Most Recent Fiscal Years

Most Recent Year Pre-Tax Income (E} $2,500,000
Each of the Two Preceding Years Pre-Tax Income $2,000,000
or:

Aggregate for the Three Years Pre-Tax Income $6,500,000
Minimum in the Most Recent Year Pre-Tax Income $4,500,000

(all three years must be profitable)
or:

For companies* with not less than $500 million in market
capitalization and $200 million in revenues in the most recent fiscal year:

Aggregate for the Three Years Adjusted Net Income {F) $25,000,000
(each year must report a positive amount)

*This standard is designed o provide the opportunity for substantial companies that are valued more on the basis of “cash flow” than reparted income
to list on the NYSE. In applying this standard, the NYSE will consider sach company on a case by case basis and will look not only at the specifics of
the company's business but will also look to its industry, peer group and other relevant factors in performing its due diligenca.

(A) The number of benefisial holders of stock held in “street name” will be considered in addition to the holders of record. The exchange will make any
necessary check of such heldings that are in the name of Exchange member organizations.

(B) In connection with initial public offerings, the NYSE will accept an undertaking from the company's underwriter to ensure that the offering will meet
or exceed NYSE standards.

(C) Value is subject to bi-annual adjustment based upon the value of the NYSE composite Index as compared with the Index in 1971, the: base year.
Adjustment is limited to a meximum reduction of 50%.

(D) While greater emphasis is placed on merket value, an additional measure of size is $40,000,000 in net tangible assets.

(E) In all cases, Pre-Tax Income is before federal income taxes and under competitive conditions.

(F) Net incomne adjusted to remove the effects of all items whose cash effects are investing or financing cash flows {determined pursuant to paragraph
28(b) of Statement of Financial Accounting Standards No. 95, Statement of Cash Flows, subject to certain limitations, as follows). The adjustment to
nat income with respact 1o the cash eftects of discontinued operations, the cumulative effect of an accounting change, an extraordinary item or the:
gain or loss on extinguishment of debt will be limited to reversing the amount charged or credited in determining net income for the period.

Source: New York Stock Exchange
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American Stock Exchange Financial Guidelines

Regular Alternate
Pre-tax income $750,000 latest —

fiscal year or 2

of most recent

3 vears
Market value of public float $2,000,000 15,000,000
Price $3 $3
Operating history — 3years
Stockholders” squity 4,000,000 $4,008,000
Distribution Guidelines
(applicable to ragular and alternate guidelines)

Alternate 1 Alternate 2 Alternale 3
Public Float 500,000 1,000,000 506,800
Stockholders 800 400 400
Average Daily Yolume — —_ 2,000

Bource: Arnavcan Stock Exchange
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Entry Fee Comparison: Major U.S. Stock Markets

Number of Shares Nasdaq Nationaf Market

Up to 1 Million $34,525 $51,550 $10,000
1+ to 2 Million 38,750 51,550-66,300 15,000
2+ to 3 Million 48,750 66,300-73,700 20,000
3+ to 4 Million 53,750 73,700-81,100 22,500
4+ to 5 Million 60,000 81,100-84,600 25,000
5+ to 6 Million 83,725 84,600-88,100 27,500
B+ to 7 Million 66,8756 88,100-91,600 30,000
7+ to 8 Million 69,375 91,600-85,100 32,500
8+ to @ Miltion 72,875 95,100-98,600 35,000
9+ to 10 Million 75,625 ©98,600-102,100 37,500
10+ to 11 Million 78,875 102,100-105,600 42,500
11+ 1o 12 Million 81,625 105,600-109,100 42,500
12+ to 13 Miliion 84,875 109,100-112,600 42,500
13+ to 14 Million 87,000 112,600-116,100 42,500
14 10 15 Million 88,500 116,100-119,600 42,500
15+ to 16 Million 90,500 119,600-123,100 50,000
16+ 10 20 Million 95,000 123,100-137,100 50,000
20+ to 25 Million 95,000 137,100-154,600 50,000
25+ to 50 Million 95,000 154,600-242,100 50,000
50+ to 75 Miliion 95,000 242,100-329,600 50,000
75+ to 100 Millicn 95,000 329,600-417,100 50,000
100+ to 125 Million 95,000 417,100-504,600 50,000
More than 125 Million 95,000 504,600 50,000

The original listing fee for Amex and NYSE is based on the total number of shares listed, including
all shares issued and outstanding, as well as shares reserved by the Board of Directors for a specific
future issuance. The original fee for Nasdag National Market is based on total shares outstanding.

Fees include one-time initial listing charges of $5,000 for Amex, $36,800 for NYSE, and $5,000
for Nasdaq National Market.

* The initial fee component of the original listing fee for common shares will be charged only on the first 125 million commen shares listed,

Sourge: American Stock Exchanga, New York Stock Exchange, and The Nasdaq Stock Market.
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Annual Fee Comparison: Major U.S. Stock Markets

Number of Shares Nasdaq National Market

Up to 1 Million $10,710 $ﬂé,170 $6,500
1+ to 2 Million 10,960 16,170 7,000
2+ to 3 Million 11,210 16,170 7.500
3+ to 4 Million 11,480 16,170 8,000
4+ to 5 Million 11,710 16,170 8,500
5+ to 6 Million 11,980 16,170 8,000
6+ to 7 Million 12,210 16,170 9,500
7+ to 8 Million 12,460 16,170 10,000
8+ to 9 Million 12,710 16,170 10,500
9+ to 10 Million 12,260 16,170 11,000
10+ to 11 Million 17,266 24,260 11,500
11+ to 12 Million 17,505 24,260 12,000
12+ to 13 Million 17,755 24,260 12,500
13+ to 14 Million 18,008 24,260 13,000
14+ to 15 Million 18,255 24,260 13,500
15+ to 16 Million 18,505 24,260 14,000
16+ to 20 Million 18,755 24,260 14,500
20+ to 25 Million 22,795 32,340 14,500
25+ to 50 Million 26,625 32,340 - 43,140 14,500
50+ to 75 Million 32,625 48,410 - 63,880 14,500
75+ to 100 Miliion 43,125 63,890 - 84,640 14,500
100+ to 200 Million 50,000 84,640-167,640 14,500
More than 200 Million 50,000 500,000 14,500

Newly listed Amex and NYSE companies are billed the annual fee on a pro-rata basis at the end of the
calendar year in which they listed. Nasdaq National Market companies are billed the pro-rata annual fee
at the end of the month in which they are listed.
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Five-Year Fee Comparison: Major U.S. Stock Markets

Fees

Initial Entry Fee (One-Time Fee)

Annual Feg--Year 1 (12.5 Million Shares}

Annual Fee—Year 2 (12.5 Million Shares)

Declare 2:1 Stock Split

Annual Fee—Year 3 (25 Million Shares)

Acquisition Facilitated by
5,000,000 Share {ssuance

Annual Fee— Year 4 (30 Million Shares)

Annual Fee—Year 5 (30 Million Shares)

Total

113

Nasdacq National Market
$84,875
17,765

17,755

22,795

17,500

26,625

26,625

$213,930

NYSE

$110, 850

24,260

24,260

43,750

32,340

17,500

32,340

32,340

$317,640

Amex

$42,500

12,500

12,500

17,500

14,500

17,500

14,500

14,500

$146,000

Five-year comparison for a company with 12.5 million shares outstanding and $225 million in

market capitalization.
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Nasdag’s National Market Profile

Assets s > : $23,650,_0'00: .

Reﬁenueys 3 | $25,450,000

Eqjuity : ' $33,1’50,_000 :
NetIncore . _ 2 $950,000
_ Market Valus -+ $92,350,000
Offering Value | =~ : $32,QO0,000

Source: Securities Data Company, median values as of 12/31/97, firm commitrment underwritings including spin-offs only,
excludes closed-end funds

1997 Nasdag IPOs by Industry

Manufacturing
32.5%

T?ansppnaiian & Comi
BT

Computer &.Ofﬁce
: ‘Equipment . -
2.6%

_ Cemputer
) - Programiming &

o . .Data Processing
il Whiols . :
Retai .{.\:‘;dl;ssale Other - Finance, Irigurance * =+ 18.6%
. 102% 4.1% .. &RealEstate :
= 7.6%:

i ; o Serpvices
| 14.7% .

Source: Securities Data Company, median values as of 12/31/97, firm commitnent underwritings including spin-offs anly,
excludes clossd-end funds

50



Appendix B

115

Initial Public Offering Contact List

The Nasdaq Stock Market

1735 K Strest, NW
Washington, DC 20006-1500
(202) 496-2600

33 Whitehall Street, 8th Floor
New York, NY 10004
(212) 709-2400

2500 Sand Hill Road
Suite 220

Menlo Park, CA 84025
(650) 233-2000

Durrant House

8/13 Chiswell Street
Lendon, England EG1Y 4XY
+ 44-171-374-6969

Market Data Integrity

Market Operations Department
80 Merritt Boulevard

Trumbull, CT 08611

{203) 375-9609

Market Surveillance Department
9513 Key West Avenue
Rockville, MD 20850-3389

(301) 590-6410

StockWatch

9513 Key West Avenue
Rockville, MD 20850-3389
(301) 590-6411

NASD Regulation, Inc.

Corporate Financing
1801 K Street, NW

8th Floor

Washington, BC 20006
(202) 974-2700

Securities and Exchange Commission

Division of Corporation Finance
450 5th Street, NW
Washington, DC 20549

(202) 942-2800

Division of Enforcement
450 5th Street, NW
Washington, DC 20549
(202) 942-4530

State Securities Commissions

Alabama Securities Commission
770 Washington Street, Suite 570
Montgomery, AL 36130-4700
(334) 242-2984

State of Alaska

Division of Banking, Securities, and
Corporaticns

P.O. Box 110807

Juneau, AK 99811-0807

(907) 465-2521



Srare Securities Commissions {continued)

Arizona Corporation Commission
Securities Division

1300 West Washington Street, 3rd Floor
Phoenix, AZ 85007-2996

(602) 542-4242

Arkansas Securities Division
Heritage West Building, Suite 300
201 E. Markham Building

Little Rock, AR 72201

(501) 324-9260

California Department of Corporations
3700 Wilshire Boulevard, Suite 600
Los Angeles, CA 90010

(213) 736-2741

Colorado Division of Securities
1580 Lincoln Strest, Suite 420
Denver, CO 80203

(303) 894-2320

Connecticut Department of Banking
Division of Securities

260 Constitution Plaza

Hartford, CT 06103

(860) 240-8230

Delaware Department of Justice
Division of Securities

820 North French Street, 5th Flcor
Wilmington, DE 19801

{302) 577-8424

District of Columbia

Insurance and Securities Division
441 4th Street, NW

Suite 870, North

Washington, DC 20001

(202) 727-8000
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Florida Office of Comptroller
Department of Banking and Finance
101 East Gaines Strest

Tallahassee, FL 32399-0350

{904) 488-9805

State of Georgia

Securities and Business Regulation
Two Martin Luther King Jr. Drive
Suite 802, West Tower

Atlanta, GA 30334

(404) 656-2894

Hawaii Department of Commerce
and Consumer Affairs

Securities Division

1010 Richards Street

Honolulu, HI 98813

(808) 586-2744

Idaho Department of Finance
Securities Bureau

PO. Box 83720

Boise, |D 83720-0031

(208) 332-8000

State of lilinois

Office of the Secretary of State
Securities Department

520 South Second Strest 3-200
Springfield, IL 62701

(217) 782-2256

Indiana Secretary of State

Securities Division

302 West Washington Street, Room E-111
Indianapolis, [N 46204

(317} 232-6681



State Securities Commissions {continued)

lowa Securities Bureau

Lucas State Office Building, 2nd Floor
Des Mcines, |A 50319

{515) 281-4441

State of Kansas

Office of the Securities Commissioner
618 South Kansas Avenue, 2nd Floor
Topeka, KS 66603-3804

(913) 296-3307

Kentucky Department of Financial Institutions
477 Versailles Road

Frankfort, KY 40601

(502) 573-3380

Louisiana Office of Financial Institutions
Securities Division

8660 United Plaza Boulevard

2nd Floor

Baton Rouge, LA 70809

{504) 925-4512

Maine Department of Professional and
Financial Regulation

Bureau of Banking

Securities Division

State House Station 121

Augusta, ME 04333

(207) 624-8551

State of Maryland

Office of the Attorney General
Division of Securities

200 St. Paul Place, 20th Floor
Baltimore, MD 21202-2020
(410} 576-6360
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Massachusetts Securities Division
Secretary of the Commonwealth
John W, McCormack Building
One Ashburton Place, Room 1701
Boston, MA 02108

(617) 727-3548

Michigan Corporation and Securities Bureau
Department of Commerce

6546 Mercantile Way

Lansing, MI 48911

(517} 334-6213

Minnesota Department of Commerce
Securities Division

133 East 7th Street

St. Paul, MN 55101

(612) 296-4026

State of Mississippi

Office of the Secretary of State
Regulation Unit

P.C. Box 136

Jackson, MS 39205

(601) 359-6371

Missouri Secretary of State
Securities Division

600 West Main Street
Jefferson City, MO 65101
(673) 751-4136

State of Montana

Office of the Siate Auditor
Securities Department
P.O. Box 4009

Helena, MT 59604

(406) 444-2040
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State Securities Commissions {continued)

Nebraska Department of Banking and Finance

Bursau of Securities
1200 N Street, Suite 311
Lincoln, NE 68508

(402) 471-3445

Nevada Securities Division
555 East Washington Avenue
Suite 5200

Las Vegas, NV 89101

{702) 486-2440

New Hampshire Bureau of Securities
Regulation

Department of State

State House, Room 204

Concord, NH 03301-4989

(B03) 271-1483

New Jersey Bureau of Securities
Department of Law and Public Safety
153 Halsey Street

Newark, NJ 07101

(973) 504-3600

New Mexico Securities Division
Regulation and Licensing Department
725 St. Michaels Drive

Santa Fe, NM 87505-7805

(505) 827-7140

New York State Department of Law
Investor Protection and Securities
120 Broadway, 23rd Floor

New York, NY 10271

(212) 416-8200

State of North Carolina

Office of the Secretary of State
Securities Division

300 North Salisbury Street, Suite 100
Raleigh, NC 27603-5909

(819) 733-3924

State of North Dakota

Office of the Securities Commissioner
State Capitol Building, 5th Floor

600 East Boulevard

Bismarck, ND 58505-0510

(701) 328-2810

Ohio Division of Securities
77 South High Strest
22nd Floor

Columbus, OH 43215
(614) 644-7381

Oklahoma Department of Securities
120 North Robinson, Suite 860
First National Genter

Oklahoma City, OK 73102

{405) 280-7700

Oregon Division of Finance
and Corporate Securities
350 Winter Street, NE
Room 21

Salem, OR 97310

(503) 378-4387 or 4140

Pennsylvania Securities Commission
Eastgate Office Building

1010 North Seventh Street, 2nd Floor
Harrisburg, PA 17102-1410

(717) 767-8061



State Securities Commissions (continued)

Commonwealth of Puerto Rico
Office of the Commissioner
of Financial Institutions
Centro Europa Building
1492 Ponce de Lecn Avenue, Suite 600
San Juan, PR 00908-1492
(787) 723-3131

Rhode Island Securities Divisicn
Department of Business Regulation
233 Richmond Street

Suite 232

Providence, Rl 02903-4232

(401) 277-3048

South Carolina Attorney General’s Office
Securities Division

1000 Assembly Street

Columbia, 8C 29201

(803) 734-9916

South Dakota Division of Securities
118 West Capitol Avenue

Pierre, SD 57501-2017

(605) 773-4823

Tennessee Department of Commerce
and Insurance

Securities Division

500 James Robertson Parkway, Suite 680

David Crockett Tower

Nashville, TN 37243-0485

(615) 741-2947

State of Texas

State Securities Board

200 East 10th Street, 5th Floor
Austin, TX 78701

(512) 305-3300
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Utah Department of Business Regulation
Securities Division

180 East, 3rd South

Salt Lake City, UT 84111

(801) 530-6600

Vermont Department of Banking,
Insurance, and Securities

89 Main Street, Drawer 20

Montpelier, VT 05620-3101

(802) 828-3420

State of Virginia Corporation Commission
Division of Securities and Retail Franchising
1300 East Main Street, 8th Floor
Richmond, VA 23219

(804) 371-9051

Washington Department of Financial
Institutions, Securities Divisicn

210 11th Avenue, SW 3rd Floor, Room 300

Olympia, WA 98504

(360) 902-8760

State of West Virginia
Securities Division

State Capitol Building

1900 Kanawha Boulevard East
Building 1, Room W-110
Charleston, WV 25305-0230
(304) 558-2257

State of Wisconsin

Division of Securities

345 West Washington Avenue, 4th Floor
Madison, Wl 53703

{608) 266-3431

State of Wyoming

Securities Division

State Capitol Building, Room 109
Cheyenne, WY 82002-0020

(307) 777-7370

56



120

Appendix C

Sources of Information on Investment Banking Firms

10.

1.

12.

Investment banking firm brochures and client/transaction list.

Interviews and meetings with investment banking firm professionals and visits to the firm’s
headguarters.

Telephone calls to pears at other companies in your industry.
Telephone calls to companies on client/transaction list,
Inquiries of commercial bankers involved in corporate financing.
Inguiries of attorneys with a securities practice.

inguiries of accounting firms experienced in underwritings.
inquiries of venture capital firms.

League tables, rankings, and special issues with directories of services in such financial trade
publications as Institutional Investor, Euromoney, and Corporate Finance.

Market Research from Greenwich Associates - (203} 629-1200.

Directories of investment banking firms and corporate services, such as Standard & Poor’s
Security Dealers of North America (listed by geographic location) and the Securities Industry
Association’s Securities industry Yearbook (listed alphabetically).

Telephone call to the NASD Regulation’s Public Disclosure Program — (800) 289-9999 — to see if
an investment banker or any of its professionals have a disciplinary history involving underwit-
ings of public offerings of securities.
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Appendix D

Due Diligence Examination QOutline

The geal of due diligence is to understand fully
the business of the issuer, to identify the risks
and problems it will face, and to assure that
the registration statement is complete and
accurate. Thoughtful analysis concerning the
particular issuer as well as the experience,
knowledge and care of the underwriters and
their counsel in this process represent the
critical ingredients of due diligence. A
checklist of topics and procedures merely
serve as an aid in the due diligence process
when used in conjunction with thoughtiul
analysis and the review of applicable
ragistration forms, rules and guides
promuigated by the SEC.

The SEC and NASD Regulation both have
acknowledged that attempts to define or
standardize the elements of the underwriters’
due diligence obligations have not been
successful. The appropriate due diligence
process will depend on the nature of the
issuer, the level of the risk involved in the
offering, and the investment banker’s
knowledge of and relationship with the issuer.

Checklists of the items o be covered in a due
diligence investigation can be useful tools. It is
not possible, however, to develop a checklist
that will cover all issues or all offerings. Due
diligence is not a mechanicai process. The use
or absence of use of a checklist does not
indicate the quality of due diligence.
Conversely, deviation from any checklist that
is used does not taint a due diligence review
any more than the following of a checklist
validates such a review.
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In view of the above, the following outline
should not be considered a definitive
statement of, or a standard recommended by,
NASD Regulation regarding the due diligence
issues and procedures that would be required
or appropriate in any particular initial public
offering.

1. Before Commitment Is Made to Establish
Investment Banking Relationship With
Prospective Investment Banking Client (the
“Company”)

A. Staffing the Review

1. Assign personnel who have particular
competence in the business in which
the issuer is engaged.

2. Congider retaining outside
consultants to analyze the
technology employed by the
Company and others in the
Company’s industry.

B. Assessing Integrity of Management

1. Inguire of appropriate parties
whether the corporation is being run
by the type of persons with whom
the investment banker would wish to
be associated.

2. Determine whether any of the
Company’s officers, directors, or
principal shareholders have been
charged or convicted of any charges
involving fraud, embezzlement,
insider trading, or any other matter
concerning dishonesty.

C. Review of Industry

1. Examine prospectuses, Form 10-Ks,
and annual reports prepared by other
corporations in the industry.
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10.

11.

. Examine research reporis on major

corporations in the industry as well
as reports on the industry itself.
Become familiar with applicable
regulations governing the industry.

. Study the accounting practices

followed in the industry, including
any differences in accounting
practices followed by different
companies.

. Determine financial ratios of the

industry as a whole.

. Become acquainted with new

developments in the industry by
examining trade publications.

. Determine the industry size and

growth rate.

. Assess whether the industry s

subject to cyclical influences.

. Determine whether seasonality of

demand affects the industry.
Determine the stage of the industry
in the industry life cycle (e.9., growth,
maturity).

Evaluate short-term and lohg-term
prospects for the industry.

Il.  After Commitment is Made to Estabiish
Investment Banking Relationship
A. Submission of Questionnaire to Officers
and Directors
The specific information to be sought
includes:

1.
. Vioting arrangements.

. Transactions with the companies.

. Past and present occupations.

. Record and beneficial ownership of

(%) BN SR ¥V AN ]

~N

Relationship to underwriters.

the stock.

. Compensation, direct and indirect.
. Principal shareholders,
. Knowledge of pending or threatened

litigation.

B. Submission of Request for Company
Documents

1.

Regarding legal status.
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a. Charter documents (articles of
incorporation and bylaws) and all
amendments.

b. Minute books for meetings of
directors, shareholders, executive
committee, stock option
committee and the like for the
past five years.

c. Copies of applications for permits
to issuie stock permits, and
exemption notices.

d. Specimen stock certificates.

e. Copies of voting trust and voting
agreements.

f. Documents previously filed with
the SEC, including prospectuses,
Form 10, 10-K, 9-K, 8-K, proxy
statements, and supplementary
sales literature.

g. Contracts or arrangements
restricting the transferability of
shares.

h. Sharehclders’ list indicating
names, ownership, and how
shares are held.

i. Licenses to conduct business.

j- Foreign qualifications, if any.

k. All documents filed with any state
agency affecting corporate status
including annual reports.

. Regarding the Company’s business.

a. Promissory notes (except
immaterial routine noted from
persons, other than officers,
directors, or 10 percent
shareholders), loan agreements,
trust deeds, indentures and all
relevant correspondence
regarding same.

b. Financial statements and tax
returns for the past five years,

c. Stock option agreements, profit
sharing and pension plans,
supplementary information
booklets.
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. Annual reports.
. Advertising materials, brochures,

and other sales literature.

. Leases and/or grant deeds.
. Description of plants and

properties.

. Agreements with officers,

directors, shareholders, or
promoters (e.g., employment
agreements, indemnification
agreements).

Documents of agreements with
affiliates (e.g., lease, purchase
agreement, license, covenant not
to compete, etc.), insiders and
other related parties, and if affiliate
is other than a natural person
(e.g.. trust, estate, partnership,
joint venture, corporation) court
orders, agreements, stock book,
and other documents necessary
to establish precise nature of
affiliation and terms thereof.

All materials contracts,

. Copies of licenses, permits,

governmental approvals, quality
ratings, franchises, patents,
copyrights, trade secret
agreements.

Distribution or agency
agreements.

. Consignment agreements.
. list of major customers and

suppliers, copies of their existing
agreements, and copies of
correspondence for the past year.

. All documents relating to

investigations, claims, hearings,
litigation, adjudications, or
proceedings by or against the
Company, including copies of the
material pleading.

. All documents relating to issuance

of stock, including documents
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relating to reliance on securities
registration exemptions and
transfer ledger.

g. Business plans (past five years).

r. All written documents relating to
employment policies and
practices.

s. All correspondence between the
Company and legal counsel
regarding responses to requests
for auditors information (for five
years).

t. Copies of any pleading or other
documents relating to any
litigation, action, or proceeding
related to any of the Company’s
affiliates, officers, directors, or
heneficial owners of 10 percent or
more of stock involving dis-
qualification under Rule 505 of
Regulation D.

u. All insurance documents.

v. Affirmative action plans.

w. Any other documents that are
material to the Company.

C. Review of Basic Corporate Documents

1. After gaining an understanding of the
industry, examine specific Company
documents filed with the SEC during
the past five years, including:

a. Form 10-K.
b. Form 8-K,
c. Form 10-Q.
d. Registration statements relating to
the sale of other securities.
e. Proxy statements for:
1) Annual meetings,
2) Acquisitions, and
3) Other transactions requiring a
shareholder vote.

2. Examine document and other
communications sent to the
shareholders during the past fiv
years, including: -
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. Annual reports and quarterly
reports, with particular attention
to the president’s letter, which
rmay provide insight into any major
problems faced by the
corporation.

. Fellow-up reports on annual

meetings.

Shareholder letters.

xamine public documents on the

Company.

a

b
[+
d
e

4. E
a

b

. News clippings.
Press releases.

. Documents on file.

NEXIS computer searches.

. Recent private placement
memoranda and wtitten rating
agency presentation.

valuate restrictive covenants.

. Examine indentures and loan
agreements.

. Consider the effect such
covenants might have on the
Company’s operations and
prospective financing.

D. Analysis of the Company and its
Industry
1. Compary analysis.

a.

. Compare the Company’s prior
business plan and financial plan
with the actual resuits obtained.

. Determine the Company’s
principal product lines. If the
Company’s principal products are
newly developed, it may be
desirable to retain an independent
consultant who can advise on the
technology, the feasibility of the
product, and its potential market.

. Examine the demographic and
geographic markets in which the
company sells its preducts.

. Compile a list of principal
customers by products.
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e. Obtain samples of marketing and
sales literature used for various
products.

f. Assess the technology position of
the company.

g. Compile a list of trademarks,
trade names, and service marks.

h. Obtain copies of permits for
conduct of business, including
licenses, franchises, concessions,
and distributorship agreements.

. Strategic analysis.

a. What are the Company’s long-
term goals?

b. On what basis does the Company
measure its performance?

¢. What strengths does the
Company intend to exploit to be
successful in its industry?

d. What weaknesses does the
Company have in the industry and
what does it intend to do tc
overcome such weaknesses?

e. What are the current market
opportunities and how does the
Company plan to exploit such
opportunities?

f. What are the risks that the
Company faces in the industry?
What is the likelihood that such
rigks will come to fruition? What
would be the consequence to the
Company if the risks came to
fruition?

g. What are the Company’s business
strategies for success in the
industry?

. Financial analysis.

a. Compare basic financial ratios of
the Company to the industry
average.

(1) Debt to equity ratios.
{2) Liquidity ratios.
(a) Current ratio (Current



assets/current liabilities).
(b) Quick ratic (Current assets
minus inventory/current
liabilities).
(¢) Eamnings/fixed charges.
(d) Price/earnings ratios.
(B) Asset utilization ratios.
(a) Sales turnover,
(b} Total assets turnover.
4) Profitability ratios.
(a) Return on assets.
(b} Return on equity.
(5) Price-earnings ratios.

. Prepare a written memorandum
setting forth questions to be asked of
management and areas to be
explored in greater depth.

. Visits to Principal Facilities

1.

If the Company is a manufacturing
concern, visit one or more of its
principal plants. Inspect the facilities
to become acquainted with the
Company’s products and the manner
in wihich they are produced.

. If the Company is not a
manufacturing concern, visit one or
more of the Company’s offices to
obtain an overview of the Company’s
day-to-clay operations.

. Does it appear the facilities are being

fully utilized?

. Meetings With Principal Cfficers (after
reviewing the registration statement but
before engaging in a line-by-line
discussion of the document)

1. Hold individual meetings with

executive officers responsible for
significant aspects of the Company's
business.

a. Prepare a list of questions in

advance to focus the discussions.

(1} How would you assess the
flexibility of the production
facilities?
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(2) Do you anticipate advances in
production technigues and, if
s0, is the Company prepared to
make such advances?

(3) Does the Company have any
continuing obligations in
connection with sales, such as
an ongoing maintenance and

" repair obligation or a
requirement to finance
purchases by customers?

(4) How do you assess the quality
and quantity of resources
allocated by the Company to
research and development?

(8) What are your financial
projections?

(6) Have results met past
projections?

(7) How do you assess the gross
profit margin trends in your
various preduct lines?

(8) How do you feel about the level
of sales for each of the
Company’s product lines?

(9) How do you assess labor
relations? Have there been any
work stoppages and, if so, how
have you dealt with them?

(10) What is the Company’s overall
advertising and marketing
plan?

(11) What is the Company’s
acquisition policy? Explain the
Company's recent acquisitions,
if any.

(12) For what does the Company
plan to use the proceeds of the
public offering?

(13) How would you assess the
inventory turnover?

(14) Have there been any delays in
new product introduction?



(15) Has the Company
changed accounting or
legal representation within
the last five years? if so,
why?

(16) Has the Company lost any
major customer or supplier
within the last five years? If
so, why?

{17) Are any of the existing
shareholders antagonistic
toward the current
management of the
Company? If so, please
explain.

b. During the course of the
interviews, ask the same
questions of different
corporate officials to evaluate
the answers received and io
obtain different perspectives
on potential problems.

. Hold at least one meeting with the
Company’s chief executive officer
(CEQ).

a. Ask the CEC to review the
broad aspects of the
Company’s strategic and
aperatioral goals and its plan
to achieve those goals.

b. Ask the CEQ for his or her
personal assessment of the
Company’s strengths and
weaknesses.

(1} This interview should be as
far reaching as
circumstances warrant.

(2) i is essential to listen
critically to the CEO’s
comments.

. Based on the meetings, assess
the competence of the officers of
the Company.

a. Are the administrators
organized and knowledgeable?
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b. Are the financial officers skilled?

¢. Are the technical personnel well-
qualified?

d. Is the management structure such
that it can adjust to the
Company’s growth beyond the
current stages of operation?

G. Meetings With Company’s Accountants
(Out of the Prasence of the Company’s
Officials)

Questions to Ask:

1.

How would you assess the
Company’s internal controls?

. Ars there any unusual accounting

issues in regard to the Company or
the industry?

. Are reserves adequate?
. How would you assess the

Company’s aged-analysis of
accounts receivable?

. Do you note any unusual fluctuations

ininventory?

. |s the Company’s method of revenue

recognition in line with industry
practice and appiicable accounting
principles?

. How do you assess the Company’s

segment reporting?

. From your dealings with the

Gompany’s accounting and financial
persennel, how would you assess
their capability?

H. Mesting With Gompany’s Counsel
Questions to Ask:

1.

How would you assess the pending
litigation and contingent liabilities of
the Company?

. How would you assess the pending

administration and regulatory
proceedings that the Company is
facing?



3. How would you assess the status of
the Company’s proprietary
information, including any
copyrights, trademarks, and trade
secrats?

L. Mestings With Other Third Parties

1. Suppliers/creditors. Does the
Company pay its bills/debts in a
timely manner?

2. Competitors and customers.

a. What is the company’s
reputation?

b. How would you rate
management's reputation?

c. What risks are present in the
Company and its industry?

d. How would you rate the quality of
the Company’s products and
services?

J. Legai Review

1. Review of basic corporate
documents.

a. Articles of incorporation.

(1) Obtain copies of the articles of
incorporation, including any
restated articles and
amendments.

(2) Determine whether all of these
items were certified by the
Secretary of State (by whatever
name known) of the state in
which the company is
incorporated.

(3} Determine whether the
purposes clause of the articles
is broad encugh under the
applicable law to include all
actions previously taken and
presently being contemplated.

(4) List the dates of all
amendments and summarize
changes.

(5) Were such amendments validly
authorized by the
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sharsholders?

(6) Is the name as specified in the
Charter the same as used by
the Company?

(7) Do the powers of the Company
suggest any restrictions?

(8) Is the autherized capital

 sufficient?

(9) Verify the description of the
Company’s equity stock.

(10) Do the articles provide for
preemptive rights?

{11) Does the authorized number of
directors conform to the
minutes?

{12) Do the articles provide for the
accessibility of shares?

(13) Do the articles provide for
restrictions on issuance of
shares?

(14) What is the county of the
principal place of business?

(15) Do the articles provide for
indemnification of officers and
directors?

b. Bylaws.

(1) Obtain copies of the bylaws,
including all amendments
certified by the corporate
secretary.

(2) Review for powers of officers,
roles of committess, powers to
amend, restrictions on actions,
and other governing
provisions.

c. Minutes.

(1) Obtain minutes of all mestings
of directors, committees of
directors and shareholders,
including copies of any written
nctices, waivers of notices, and
written consents to action
without a meeting, all for the
past five years.



{2) Has the Company regularly
held its annual meeting of
shareholders? If not, explain
the circumstances. If not, were
notices duly given or waivers
obtained? If notices or waivers
were properly obtained,
indicate whether such waivers
were actually signed before or
during the mestings, or
whether they wers executed
after the meetings.

(3) Indicate whether the Company
holds regular periodic
meetings of its directors.

(4) What is the normal frequency
of such meetings?

{5) Wers notices duly given or
waivers obtained with respect
to these meetings? If so,
indicate whether such waivers
were actually signed before or
during the meetings, or
whether they were executed
after the meetings.

(8) If a meeling was not held, were
resolutions adopted pursuant
to proper unanimous written
consent?

(7) Prepare a summary of the
minutes for review by the
underwriters,

. Meetings.

(1} Indicate the date and place for
meetings, both for directors
and shareholders, as provided
in the bylaws or articles of the
corporation.

{2) What were the actual locations
of the last three shareholders’
mestings?

(3) What were the actual locations
of the last two direciors’
meetings?

. Executive committee meetings.

(1) If the Company has an
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executive commitiee, does it
hold regular periodic
meetings?

(2) If so, are minutes regularly
prepared?

(3) If such minutes are prepared,
is such preparation under the
direction or approval of the
office of general counsel?

(4) If no meetings are held, are
resolutions properly adopted
pursuant to unanimaous written
consent?

Directors’ and shareholders’

meetings/minutes.

{1) How are the corporate minutes
and/or unanimous written
consents kept? If the minutes
or consents are kept looseleaf,
are the pages consecutively
numbered?

(2) Are previous minutes of
meetings properly signed?
Who signs the minutes?

{3) Do all previous minutes reflect
the presence of a quorum and
the names of those in
attendance?

{4) Do all previous minutes
indicate the approval of
pravious minutes?

(5) Do all previous minutes
indicate the time and place of
the holding of the meeting?

(6} Do all previous minutes
indicate that either waivers
were properly executed or
notices properly given for the
meeting?

. Voting trust agreements.

{1} Obtain copies of any voting
trust agreements, or
shargholders’ or similar
agreement, and lists of the
shares covered.
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(2) Do such agreements terminate
by virtue of the offering?

. Minute books and stock records.

(1) Where are the minute books of
the Company physically kept?

(2) Where are the stock record
books of the Company
physically kept?

(3) Who is the stock transfer agent
for the Company? {Indicate the
transfer agent’s complete
address.)

. Annual reports.

(1) Obtain copies of any document
sent to shareholders, including
the Company’s annual reports,
quarterly reports, following
reports on annual mestings and
shareholder letters and press
releases sent within the last
three years.

Proxy statements.

(1} Obtain copies of any proxy
statements of the Company for
annual meetings, acquisitions
or other transactions requiring
a shareholder vote within the
last five years.

(2) Obtain copies of the form of
proxy used for the last annual
meetings.

. Annual certified audits.

(1) Obtain copies of the annual
certified audits of the Company
for the last three years, if any,
unless contained in the annual
report.

(2) Has there been any change in
the accountants?

Election procedures.

{1) Do election procedures for
directors, as used by the
Company, comply with all
applicable laws and
regulations, including the
Company’s bylaws?
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(2) Have directors been
unanimously elected?

m. Concurrent director/officer status.

(1) Was any person who was both
a director and an officer
present at the meeting at which
his or her salary was set?

{2) Was such person counted as
part of the quorum for such a
mseting or did that person sign
a unanimous written consent
for same?

{3) If an affirmative answer is given
to either (1) or (2}, does such
action create a legal problem
under the applicable law?

n. Power of board of directors.

Is it the Company’s policy to get

the board of directors’ approval

for:

(1) Changes in reserves?

(2) Changes in surplus accounts?

(3) Declaration of dividends?

(4) Election of officers?

(5) The setting of officers’ salaries
and/or bonuses?

(8) Amendments to the by-laws of
the corporations?

(7) The granting of powers of
attorney?

o. Policy-making authority of the

board of directors.

(1) As a practical matter, does the
Company get the board of
directors’ approval for all major
policy decisions?

(2) If not, how much leeway does
the board of directors give the
Company’s management in the
area?

p. Indemnification.

(1) Obtain copies of any insurance
policies or cther agreements,
other than the bylaws of the
articles of incorporation, which
provide for the indemnification



of any officer, director,
shareholder, employee, or
other agent of the company.

2) Is the indemnification
agreement or pelicy authorized
by applicable jurisdiction?

(3) Is any indemnification in the
bylaws consonant with law in
the applicable jurisdiction?

. Rights of the varicus classes of
stock.

(1) State the voting rights of the
various classes of stocks.

(2) Are any dividends on preferred
stock presently in arrears? If
so, indicate any additional
preferences that come into
being because of the
arrearage.

{3) Indicate any potential voting
right, other than noted in
Section 11.J.1.b. above, held by
holders of preferred,
cenvertibles, debentures,
honds, etc., that become
sffective on the happening of
contingent events (such as
failure to pay dividends or
make payments).

Dividends and other distributions

(1) Indicate the Company’s
dividend record on common
stock for the past five years.

(2) Indicate any other distribution
of praperty to shareholders by
the Company over the past five
years.

(3) Has the Company ever paid a
dividend or made another
distribution to shareholders
without meeting an earned
surplus or other test under
applicable state law to cover
it? If so, explain.

s. Pension plans/profit sharing
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plans/stock option plans.

(1) Obtain copies of (i) all pension
plans, (ii} all profit sharing
plans, and {jii) all stock option
plans.

{2) If the Company has a pension
plan, indicate the date on
which there last was a
compliance with the Federal
Pension Plan Disclosure Act.
(Compliance is obtained by
giving a printed copy of the
plan to the employees covered
thereby.)

t. Reports filed with governmental

agencies.

(1) Review all material reports fited
with any governmental agency
{state or federal) during the last
12 months.

(2) Indicate whether the narrative
in all reports filed with any
governmental agency, as well
as the Company’s annual
report, is checked for accuracy
by the office of general
counsel.

u. Related parties.

(1) Does the Company dc
business with which any officer
or director, including spouses
and other close relatives, has
an interest?

v. Insurance.

(1} Is the Company self-insured?

(2} [f s0, to what extent?

(3} Indicate the insurance
coverage of the Company,
giving the name of the carrier
and the policy numbers of
each type of coverage.

w. License to do business.

(1) Indicate the states in which the
Company does business.
(2) Obtain copies of certificate of
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good standing to detarmine if
the Company is properly
licensed in each state it is doing
business.

(3} Is the Company licensed to do
business in any states in which
it presently is not doing

permit and/or registration, state
the claimed exemption,

{2} List the states where such
secwities described in Section
J.2.a., above, were issued and
state the daze of blue-sky
authorization. If no such

business? i so, indicate the tax
consequences for each

authorization, give the
applicable exermphion.

jurisdiction. (&) Indicate the date of sach
X, Corparate opportunity doctring federal registration, if any, and
compiance. the term for which regisiered.

(1) Ingicate any possible violation {4} Obtain coples of any

of the corporate opportunity
dectrine known to the
Company's counsel.

v. Contingent liabilities.
{1} List ali matarial contingent

liabilities of the Company rot
otherwise set forth in this audit.

agreements pursuant to which
such securities were issued
(e.g., stock option plans,
placement agresments, bond
indentures, etc.).

{5) Do any such agreements
provide for registration rights?

tf so, dascribe.
{8} Obtain copies of all
applications for permit,

2. Documents regarding securities.
2. Stock opticns/siock
purchases/stock bonuses.
(1) Obtain all forms of stock option permits, and registration
plans, stock purchase plans, statemants,
and stock bonus plans, and ali . Payments for stock.
forms of stock option ¢1) Do the Company’s records
agreements, or escrow indicate all of its outstanding
agreements that have been or stock was properly issued for
may be uged under any such valus?
plan, as well as all ather i ,
documents raiating to the {2} Is any of thle Company’s sFock
not fully paic? If so, explain; do

issuance of securities by the -
Company, including other statutes, articles and by-laws
permit?

purchase agreements,
registration rights agreements, o, Stock issuanceftransfer
and offering circulars. restrictions.
b. Sources of capital. (1) Do all issuance and transfers
{1) List each issue of stock, comply with any rights of first

bonds, debentures, options,
warranis, other convertibles,
etc., indicating the amaount, the
autherized amount, and the
applicable permitor

refusal, preemptive rights, or
other restrictions contained in
the articles, bylaws or other
documents, such as placerment
agreemenis?

3. Review of material contracts.
a. Various matarial contracts

registration of each (hoth state
and federal), and if there is no
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(1) Obtain bank lines of credit
agreements, including any
amendments, renewal letters,
notices, default waivers, etc.

{2) Obtain other outstanding loan
agreements, guarantees,
indentures, or agreements with
respect to indebtedness.

(3) Obtain all outstanding material
leases for real and personal
property.

{4) Obtain material contracts with
suppliers and customers.

{(5) Obtain any model sales
contracts, license agreements,
and dealer agreements used
by the Company.

(6) Obtain agreements for loans
and any other agreements
(including consulting and
employment contracts) for
officers, directors, or
employees, whether or not
now outstanding.

(7) Obtain schedule for all
insurance pelicies in force
covering property of the
Company and any other
insurance policies, such as
“key man” policies or products
liability policies.

(8) Obtain partnership or joint
venture agreements.

(9) Obtain copies of any bonus
plans, retirement plans,
pension plans, deferred
compensation plans, profit
sharing and management
incentive agreements.

. Mortgages, notes payable, and

other liabilities.

(1) List all mortgages (including
cleeds of trust) of the Company
on which the anticipation is
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that final payment will not be
made within the 36 months of
the date of this examination.

(2) Indicate whether such
mortgages overlap any other
security interest given by the
Company.

(3) List all notes and other
liabilities in excess of $5,000.

. Reports on dividends.

(1) Does the Company make
reports {both federal and/or
state) on dividends paid to its
shareholders?

(2) If so, give the date of the last
such repart.

. Corporate negotiable insurance.

(1) Indicate each institution in
which the Company has
authorized its agents to
execute negotiable
instruments, showing the
authorized agents, their titles,
and the limit of their authority.

(2) For each of the authorizations,
indicate the date of the
corporate resolution
authorizing the signature.

. Authority of corporate agent.

(1) Is a notice of limit of agent’s
authority given to each new
account with which the
Company does business?

(2} If not, what steps are taken to
ensure that each agent of the
Company does not exceed
his/her authority?

. Business outside the United

States.

(1) If the Company does any
business outside the United
States, determine whether or
not any activities of the
Company might reasonably be



construed as a violation of any
statutory or regulating
limitation on doing business
with specified nations or
limitation on certain trading,
such as trading in gold and
foreign exchange.

(2) What steps have heen taken to
ensure that the Company does
not violate any prohibitions
concerning transactions
between designated foreign
companies or concerning
transfer with respect to
securities registered in the
name of designated nationals,
as well as importation of and
dealing on certain classes of
merchandise?

(3) List all corporations
incorporated in a foreign
country in which the Company
owns 10 percent or more of the
capital stock, and for each
such corperation indicate (i)
any outstanding powers of
attorney (i) any guarantees
undertaken (jii) any liabilities
created, and (v} and contract
commitments undertaken.

g. Prepaid items.

(1) List all prepaid items on the
Company’s book of assets
when such prepayments
exceed $100,000 and will
continue in excess of this
amount for more than 12
months.

h. Bad debts.

(1) Indicate the percentage of
accounts receivable that
became bad debts in each of
the last three years.

(2) Ascertain trends regarding bad
debts.
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Security interests.

(1) What security interest, if any, is
typically used to secure open
accounts?

(2} Are such security devices
properly perfected?

(3) In how many states does the
Company presently have
perfected security interest?

(4) What steps are taken to ensure
the timely filing of continuation
statements required under
Article 9 of the Uniform
Commercial Gode?

Warehousing.

(1) Does the Company, as either
buyer or seller, utilize the
facilities of on-premises
warehousing for financing
purposes?

(2) Does the Company, as either
buyer or seller, utilize
warehouse receipts in
financing?

. Labor centracts.,

(1) List all iabor contracts to which
the Company is a signer,
indicating the bargaining unit
covered, the union, the
termination date, and a general
statement of the company’s
relationship with the union,
indicating specifically any
major problem areas.

(2) If there are material problems,
obtain copies of each labor
contract.

Individual employment contracts.

(1) Does the Gompany have any
individual employees with a
written employmenti contract?

(2) i so, obtain copies of all forms
used for employment contracts
(including forms of contracts
used for executives).



m. Minimum wage compliance.
(1} Is the Company ¢onsidered to

be engaged in interstate
commerce?

(2) Are any employees or

employees of subcontractors
working on the premises
currently being paid less than
the applicable minimum wage
pet hour? If so, what
justification can be given for a
lower rate of pay?

(3) Are any employees covered by

a state minimum wage law
requiring the payment of more
than the federal minimum
wage per hour? i so, indicate
with appropriate citation the
state law, the bargaining units
covered, and any other
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(1) Does the Company have

procedures o assure
compliance with
antidiscriminatory statutes
relating to age, sex, and race;
and does it keep adequate
recerds to demonstrate
compliance {e.qg., application
forms, records of employees,
and work assignments, etc.)?

(2) Does the company, in fact,

have an age limit cutoff beyond
which general hiring is not
done? If so, what is the age
limit?

(3) What steps have been taken to

ensure the compliance by the
Company with federal statutes
prohibiting age discrimination
in hiring?

g. Salary withholding information.
(1) Does the Company maintain
an up-to-date file of Form W-4
(withholding information) for
gach employse?

pertinent information.

{4) Is overtime paid? If not, explain

when it is not paid.
n. Child labor.

{1) Does the Company employ
any person under eighteen (2) Has the Company failed to
years of age on a permanent comply with withholding
basis? requirements?

(2) What safeguards are taken io r. Worker's compensation.
ensure that the Company does {1) Does the Gompany maintain
not viclate sither the federal or the worker compensation
state “Child Labor Act”? insurance required by the state

0. Compliance with fair labor on each employee?

(2) If not, explain.

5. Material payments on contracts.

(1) List all contracts, presently in
force, on which the Company,
directly or indirectly, is bound,
that will not be completed
within 24 months, and each
that involves payments (or
performance of services or

standards.

(1) Has any governmental agency
checked the Company within
the last three vears in regard to
compliance with the fair labor
standard act or other litigation
regarding employees?

(2 If so, indicate the approximate
date and result of the

investigation. delivery of goods} to or by the
p. Compliance with antidiscrimi- Company of a material
nation statutes. account.
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(2) Make a schedule of all leases
for real and persenal property
requiring payment of a material
amount.

. Contract forms and significant

provisions.

(1) Do the contract forms
presently in use by the
GCompany meet the
requirements af the Uniform
Commercial Code?

{2) What precautions are taken to
ensure that, upon acceptance,
additional terms are not
inserted by the other party and
made part of the agreement?

{3) Obtain copies of all significant
contract forms utilized by the
Company.

(4) Are any required anti-
discrfmination provisions
included?

Current breaches of material

agreements.

(1) If any party is presently in
breach of any material
agreement with the Company,
indicate:

(i) The default,
(i The contract penalty for the
breach, if any,
(iiiy What action presantly is
being taken and
(iv) What action is being
contemplated.

{2} Does the Company take action
in the event of breaches by
others?

. Sales of the Company’s products.

(1) Indicate how the Company’s
sales are made (i.e., through
sales agents, distributors,
independent contractors, etc.).

(2) Indicate the authority each type
of selling agent possesses.
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(3) If sales agents have limited
authority, what steps are taken
to publish this authority to
those with whom the agent
deals?

(4 If independent contractors are
used, are they permitted io set
prices? Are they given a sales
quota? Are they truly
independent contractors?

w. |dentification of agents.

(1) List the titles and positions of
those who, under a reasonable
interpretation of the statutory
and case law of the jurisdiction
in which they sell for the
Company, could be considered
agents of the Company.

(2) Do any such agents act
through contractual
relationships?

X. Sales forms.

(1) Does the Company have sales
forms that are considered to be
offers tendered for acceptance
by the purchaser, or

{2) Does the Company have forms
that are considered offers to
the Company when executed
by a purchaser? If the latter is
used, is acceptance accom-
plished at the home office or
by the agent in the field?

y. Direct sales.

(1) List those jurisdictions in which
direct sales are made by the
Company.

(2) List those jurisdictions in which
direct sales are made through
an independent contractor or
distributor.

(3) List those jurisdictions on
which direct sales are made
only via communications in
interstate commerce.



z. Trade associations.

(1) Indicate whether the Company
is a member of any trade
association(s).

(2) List all such organizations with
which the Company has any
contract.

(3) Indicate the relationship
between the Company and
such organizations.

(4) Indicate whether any of the
organizations above listed have
been investigated by any state
or federal group, either
administrative, judicial, or
legislative, for possible anti-
trust violations during the last
five years.

(5} If s0, explain in detail the
outcome of the investigation
and what impact, if any, this
had on the Company.

aa. Material iransactions with insiders

and affiliates.

(1) Obtain material of any material
transactions within the last five
fiscal years with any insider
(i.e., any director, officer or
substantial owner of the
Company’s securities) or any
associate of, or entity affiliated
with, an insider.

4. Regulation and litigation.
a. Various items relating to regulation

litigation.

(1) Obtain all letters sent to the
Company's independent
auditors in connection with its
audits for the past five fiscal
years, including “litigation
letters.”

(2) Obtain copies of letters from
the auditors to the Gompany
regarding its internal
management controls.
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{3) Obtain active litigation files for
material litigation, including
letters asserting claims,
complaints, answers, etc.

(4} Obtain any setilement
documents for material
litigation.

(5) Obtaln any decrees, orders, or
judgments of courts or
governmental agencies.

(6) Obtain information regarding
any material litigation to which
the Company is a party or in
which it may become involved.

(7) Obtain audited financial
statements (five years).

(8) Obtain recent forward-looking
budgets for the next two fiscal
years prepared on a monthly
basis (if available).

9) Obtain recent five-year
projections {if available).

. Pricing policies.

(1) Does the Company, in its
pricing policies, follow an
industrial leader?

(2) If so, which compstitor does
the Company follow as leader?

(3) If not, how are the Company’s
pricing policies determined?

. Compliance with building codes.

(1} Is the Company in compliance
with all building codes (or other
similar local governmental
codes) that are applicable to it?

(2) If not, explain.

(3) Indicate the approximate date
of the last time the Company’s
facilities were checked by local
governmental authorities for
possible viclations of local
governmental codes, and
indicate the results of such
investigation.



(4} If any of the Company’s
facilities are borderling,
indicate any remedial steps
that should be undertaken at
this time.

(5) List any warnings that the
Company has received within
the past three years for the
violation of any local
governmental codes.

(6) List the date and amounts of
fines, if any, paid to any local
governmental authority for
violation of local codes, other
than the traffic code, paid by
the Company during the last
three years.

. Contract defaults.

(1) Is the Company presently in
default under any contractual
arrangement?

(2) If so, explain the default and
indicate the penalties arising
out of such default.

. Liens.

{1) List all liens presently in force
against the Company’s
property, both real and
personal.

(2) Have any actions been taken in
respect to any such liens?

. Lagal action.

(1) List all legal actions presently
pending or known to be
contemplated in which the
Company might have an
involvemnent.

(2} Ascertain the identity of legal
counsel representing the
Company in such matiers.

. Assignment of patents,
trademarks, and copyrights.

(1) Obtain the form used in which
employees assign to the
Company any patent,
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trademark, and/or copyright
that might arise from inventions
discovered while working for
the Company, together with a
list of the employees who have
signed the contract. if a form is
not used, should it be?

(2) Does the Company have
nondisclosure agresments with
employees?

. Surety bonds.

(1} Indicate those employees (by
title or position) who are
presently covered by a fidelity
or other surety bonds.

(@) What are the amounts of any
such bonds?

[. Charitable contributions.

(1} Indicate the number and
amount of charitable
contributions made by the
Company in each of the last
two years in the following
categories: (i) religious, (i}
educational, (iii) other.

(2) Does the Company have any
policy regarding employee
charitable contributions?

Lobbying activities/political

campaigns

(1) Indicate whether the Company
is engaged in any lobbying
activities or political campaigns
and, if so, to what extent, and
at what financial cost.

(2) Does the Company retain any
lobbying firms?

k. Tax compliance.

(1) Does the Company file all
required tax reports.
(2) If not, explain.

(8) How long are tax records kept?
(4) Does the Company have its tax
records reviewed periodically
for compliance with tax laws?
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(5) How often are the tax reports including any penalties for
reviewed and by whom? cancellation?

(6) Does the Company utilize tax 3. Are there indications that
counsel in the planning phase outstanding offers may be “soft,”
of transactions? of subject to cancellation?

(7) If s0, is tax advice rendered by M. Detailed Review of Draft of
house counsel or outside Registration Statement
counsel? 1. Read the draft of the registration

(8) How are audits by statement carefully for content.
governmental tax authorities 2. Read the draft of the registration
conducted? statement a second time against:

l. Subsidiary information. a. The items of the applicable

{1) Identify the Company’s form (e.g., Form 8-1, Form S-
subsidiaries. 2, Form $-3, Form §-18) and

(2) Where material, provide the b. Regulation S-K (to the extent
information above with respect covered by the applicable
to each subsidiary of the form).

Company. (1) Itern 501 -Forepatrt of
K. Review Officers’ and Directors’ Registration Statement and
Questionnajre Outside Front Cover Page
1. Obtain from the Company’s of Prospectus.

counsel the “officers’ and {2) ltem 502-Inside Front and

directors’ questionnaire” to gather Qutside Back Cover Pages

information on the Company’s of Prospectus.

officers and directors, their () Item 503-Summary

remuneration and employee Information, Risk Factors,

benefits, and material transac- and Ratio of Earnings to
tions that they have had with the Fixed Charges.

Company. 4) tam 504-Use of Proceeds.

2. Compare the information (B} ltem 505-Determination of
disclosed in the questionnaire Offering Price.

with the disclosurs required by the (6) Iterm 506-Dilution.

applicable registration form, {7) ltern 507 -Selling Security

especially in regard to: Holders.

a. Insider transactions and loans. (8) Item 508-Plan of Distribution,

b. NASD Regulation affiliations. (9) Item 509-Interests of

. Litigation. Named Experis.

d. Cheap stock. {10) Item 510-Disclosure of

e. Stock cwnership. Commission Position on

L. Check of Order Backlogs Indemnification for
1. Gompare oral purchase orders or Securities Act Liabilities.
oral changes to written purchase (11) ltern 511-Other Expenses of
orders. Issuance and Distribution.
2. Do canceliation provisions exist in (12) ltem 512-Undertakings.

standard purchase orders,
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3. Review the registration statement on
a line-by-line basis with appropriate
individuals, including:

a. Officers of the Company
responsible for preparing the
registration statement.

b. The Company’s counsel.

¢. Representative of the
Company’s certified public
accountants.

4. Based on the information elicited
through discussions with various
individuals, encourage that the
registration statement be revised in
an effort to improve upen its
disclosure.

5. After a revised draft of the
registration statement is available,
see that it is distributed to all
directors and key officials.

6. Review the Company’s procedures
for collecting and evaluating
comments on the registration
statement from those persons to
whom it has been furnished.

N. Review of Other Documents

1. Review documents not previously
furnished, including those of a
confidential nature that the Company
would prefer not to be taken from its
offices, including:

a. Five-year plans.

b. Financial forecasts.

c. Budgsts.

d. Periodic reports by operating units
to senior management or the
board of directors.

e. Letters of comment received by
the Company in connection with
prior registration statements.

f. At least the most recent
management letter prepared by
the accountants in connection
with their audit.

7

Q. Review During Negotiation of
Underwriting Agreement
1. During negotiations on
representations and warranties in the
underwriting agreement, be sensitive
to potential problems that arise and
may need to be disclosed in the
registration statement.
2. Review legal counsel’s summary of
the Company’s minutes.
Hll. Summary Analysis
A. Prior to effectiveness of registration
statement, prepare a memorandum
summarizing the due diligence
investigation, including the dates of any
visits to principal facilities, meetings
with management, and registration
~ statement review sessions.
B. Have this memorandum reviewed by
counsel for the underwriters.
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Appendix E

Top Firms based on 1997 Nasdaq National Market IPOs
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Investment Banking Firms

Number of IPOs

NationsBanc Montgomery Securities™
Goldman, Sachs & Co.

B.T. Alex. Brown™

Salomon Smith Barney”

Morgan Stanley Dean Witter™
Hambrecht & Quist

Lehman Brothers

BancAmerica Robertson Stepherlws'
Donaldson, Lufkin & Jenrette

A.G. Edwards & Sons

Cowen

Merrill Lynch & Co.

Prudential Securities

“Adjusted for company mergers.

Total Offering Value for IPOs

Goldman, Sachs & Co.

Morgan Stanley Dean Witter®
Salomon Smith Barney™

NationsBanc Montgomery Securities™
Friedman, Billings, Ramsey & Co.
B.T. Alex. Brown™

Merrill Lynch & Co.

Lehman Brothers

Denaldson, Lufkin & Jenrette

GS First Boston

“Adjusfed for company mergers.
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Legal Counsel
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Number of IPQs

Witson, Sonsini, Goodrich & Rosati

Brobeck, Phleger, Harrison

Greenberg, Traurig, Heffman, Lipoff, Rosen & Quentel
Skadden, Arps, Slate, Meagher & Flom

Baker & McKenzie

Fenwick & West

Gunderson Dettmer Stough Villeneuve Franklin & Hachi
Hale & Dorr

Morgan, Lewis & Bockius

Pillsbury, Madison & Sutro

Total Offering Value for IPOs

Wilson, Sensini, Goodrich & Rosati
Morgan, Lewis & Bockius

Sullivan & Gromwell

Davis Polk & Wardwell

Brobeck, Phleger, Harrison

Skadden, Arps, Slate, Meagher & Flom
Latham & Watkins

Winthrop, Stimson, Putnam & Roberts
Paul, Weiss, Rifkind, Wharton & Garrison

Baker & McKenzie

|

NN AR | &
N o
Y

C 87 ,oo,ooo’

$723,4oo,000’

$679,600,0

$370,200,000 ’

[l i

$361,100,000'
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Accounting Firms

Number of IPOs

Arthur Andersen & Company

Ernst & Young

KPMG Peat Marwick/KPMG Bohlins AB

Price Waterhouse

Coopers & Lybrand

Defoitte & Touche

Grant Thornten/Raymond Chabet Grant Thomton

BDO - Seidman

Total 'Offering Vilue for IPOs

KPMG Peat Marwick/KPMG Bohlins AB

4

Asthur Andersen & Company

Ernst & Young

Price Waterhouse

Deloitte & Touche

Coopsrs & Lyrand

Grant Thomtan/Raymend Chabot Grant Thortor iﬂmzw ,600,000
BDO - Seidmar, ﬂ@zzz,s@o,ooe
MeCGladrey & Pullen ﬂssa,meme

Rudaiph, Paiitz ﬁ' $27.400,008
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Appendix F

1997 Nasdaq National Market Initial Public Offerings
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Firm Commitment Underwritings

Industry Issuer

Agricutture Cresud

Agriculture Heska

Agriculture Scheid Vineyards

Agricutture US Timoerands

Gommercial Bank Bank of the Ozarks

Gommerciat Bank Bay Bancshares Laporte, Texas
Commercial Bank ESG Re

Commercial Bank First International Bancorp
Gommercial Bank Long Island Commeraial Bank
Gommercial Bank Prime Bancshares,Houston, Texas
Gormmercial Bank Southwest Bancorporation, TX
Construgtion Engel General Developers
Construction Schuff Steel

Construction TransGozstal Marine Services
Credit Inst. First Sierra Financial

Credit Inst. LING Group

Credit Inst, National Auto Finance Gompany
Gredit Inst. TaW Financial

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

18.500

8.500

10.000

21,000

16.000
16.000

20.000

13.500
14.250
17.500
16.500
9.000
8.000

18.000

8.000
13.000
8500

15.000

84

Total $ Value
of Offering

52,800,000

42,500,000

20,000,000

156,600.000

21.300,000

9,600,000

480,000,000

23,000,000

10,000,000

38,000,000

22,000,000

32,400,000

16,000,000

90,000,000

16,000,000

26,000,000

17,000,000

41,000,000

Market Value At
Time of Offering

1,384,800,000

52,000,000

64,000,000

156,800,000

57,300,000

31,300,000

431,500,000

100,900,000

23,400,000

161,700,000

146,500,000

77,400,000

58,000,000

146,700,000

51,600,000

69,200,000

57,200,000

122,200,000

Offering Date

31897

5/30/97

7124197

11397

717497

1/5/97

12/12/97

972297

11/19/97

9125/97

127197

930797

5/30/97

10/30/97

515/97

1115097

1729497

117497



Investment Banking Firms
{Managers)

Herril Lynoh & Go,

GS First Boston

Crutienden Roth [nc.

Smith Baraey inc

Stephens

Hosfer & Amett

Deutsetie Morgan Grenfell

Donatdson, Lufkin & Jenrette

Prudential Securities

Sandier O'Nill Partners.

Keefe, Bruyette & Woods

Keef

. Bruyette & Woods

Friedman, Bilings, Ramsey & Co

Principal Financial Securities

Jefferies & Go.. Inc.

Frieciman, Billags, Ramsey & Co

Furman Selz LLG.

Raymond James & Asscciates

CIBG Oppenheimer

Co-Managers

Hear, Stears
Gaspian Securities
Merll Lynct: & Co.

Merr 1 yagh & Co

Laidlaw Ecuities
Rodman & Renshaw

Deutsche Morgan Grentell
Paine Webber
Prudential Securities

Ross Law Firm

Bracewell & Patterson

Conning & Gompany
Stephens

Keefe, Bruyette & Woods

Legy Masan Wood Walker

Legg Mason Wood Walker

Cruttenden Roth Inc.

Johnson Rice & Gompany

EVEREN Securities

Cruttenden & Co. Inc.

Prudential Securities
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Legal Counsel (Company)

Cradboure & Parke
Pillsbury, Madison & Sutro
Brobeck, Phieger. Harrisor,

Andrews & Kurth
. G, Edwards & Sons

Baird Kurtz & Dobson

Grant Thoraton

Wharton & Garrison

Deutsche Morgan Grenfell

Bingharm, Dana & Goukd

Var. Nostrand & Martin

Bracewsll & Patterson

Vinson, Elking

Parker Chiapin Flattau & Kimpl

Snell & Wilmer

Ghamberlain, Hrdlicka,
White, Johnson & Williams.

Vinson, Elkins

Kirsland & Ellis

Wil Gotshal & Manges

Graham & Dunn

85

Auditor

Goopers & Lybrand

Arthur Andersen & Gompany

Deloitte & Touche

Arthur Andersen & Company

Daloitte & Toushe

Goopers & Lybrand

KPMG Peat Marwick

Grant Thornton

Goopers & Lybrand

Emst & Young

Arthur Andersen & Company

Arthur Andersen & Company

KPMG Peat Marwick

KPMG Peat Marwick

BDO - Seidman
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Offering Total $ Value Market Value At
Industry Company Price Of Offering Time Of Offering Offering Date
Heaithcare American Physician Partners 12,000 36,000,000 211,200,000 11/20/97
Healthcare Ameripath 16.000 88,600,000 159,800,000 1072297
Ylealthcare Birman Managed Care 5.000 10,600,000 43,800,000 2/12/97
Healthcare Castle Dental Centers 13.000 32,500,000 62,800,000 912797
Healthcare Centennial HealthCare 16.000 64,000,000 181,500,000 7/2/97
Healthcare Lexington Healthcare Group 5.000 5.500,000 21,100,000 5119787
Healtheare: Maonarch Dertal 13.000 35,800,000 77,500,000 TNTGT
Heaithcare Physicians Specialty 8.000 17.600,000 47,200,000 3/20/97
Healthcare ProMedCa Management Company 9.000 36,000,000 94,500,000 12497
Healthcere Renex. 8.000 24,000,000 79,800,000 10/8/97
Healthcare Specialty Care Network 8.000 25,600,000 112,400,000 2/6/87
Healthcare SteriGenics International 12.000 24,000,000 81,900,000 8/13/97
Insurance ‘AmerlUs Life Holdings 16.500 76,900,000 366,400,000 1/28/97
Insurance Paula Financial 18.500 46,300,00C 76,100,000 10/23/97
Inswrance Stirling Cooke Brown Holdings 22.000 65,500,000 166,600,000 11/25/97
Investment Bank AmeriTrade Holding 15.000 35,300,000 217,700,000 3/3/97
Investment Bank Conning 13,500 33,800,000 124,300,000 12/18/97
Leisure Coionial Downs Holdings 9.500 40,400,000 68.900,000 317/97
Leisure Four Media 10.000 50,000,000 95,500,000 2797
Leisure Macrovision 9.000 21,200,000 60,900,000 3/12/97

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.
Excludes closed-end funds,

The Nasdag Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Investment Banking Firms
(Managers) Co-Managers Legal Gounsel (Company) Auditor

Smith Barney Inc. BancAmerica Robenson Stephens Brobeck. Phleger, Harrison Arthur Anderser. & Company
Piper, Jaffray Inc.

Donaidson, Lufkin & Jenrette Morgan Stanley Dean Witter Gesenberg, Traurig, Hoffman Deloitte & Toushe
Piper, Jaffray Inc Lipotf, Rosen & Quentel
Srith Barney Inc.

Royce Investments Continental Braker-Dealer Coro Rudaick & Wolfe B0 - Seidman

J.C. Bradtord Southcoast Capital Bracewell & Patterson Coopers & Lybrand

Alex. Brown & Sons Donaldson, Lutkin & Jearette Nelson, Mullin, Riley & Goosers & Lybrand
Morgan Stanley Dean Witter Scarborough

Equitasle Securities, New Yoris

Mason Hil & Co, Inc. 4. Barclay Gersten, Savage, Richard Eisner
Kaplowitz & Gurtin

Hambrecht & Quist Morigomery Securities Goodwir, Procter & Hoar Arthur Ancersen & Company
Salomon Brothors

Southooast Capital Barington Gapizal Group LP Bachner, Tally. Polevoy Arthur Andersen & Gompany
& Misher

Piper. Jaffray Inc Robertson Stephens Dyer, Ellis, Joseph & Gower: Arthur Andersen & Compaay

Vector Securities Int Needhara Wallace, Bzuman, Emst & Young

Fodiman & Shannan, P.A.

©S First Boston £quiteble Securities Morgan, Lewis & Bockius Emst & Young
Lehrman Brothers

Painewebber Piper. Jaffray Inc. Gunderson Dettmer Emst & Young
Wheat First Butcher & Singer Stough Villeneuve Franklin & Hachi
Goldman, Sachs & Co. ABN AMRO Chicago Corp Sidley & Austin KPMG Peat Marwick

Donaidson, Luflin & Jensette
Salomor Brothers.

Goldman, Sachs & Co. Conning & Company Gibson Dunn & Crutcher KPMG Peat Manwick

Goldman, Sachs & Co. CIRC Oppenheimer Foley & Lardner KPMG Peat Manwick
SBG Warburg Dilon Read

GS First Boston Raymond James & Associates Mayer Brown & Platt Deloitte & Touthe
Donaldson, Lufkin & Jenrette .G, Edwards & Sons Bryan Cave LLP KPMG Peat Marwick
Friedman, Billngs, Ramsey 4Go Hogan & Harison BDO - Seidman
Furman Selz (LG PaineWebber Troy & Gould Coopers & Lybrand

Professional Corp.

Montgomery Securities Hambrecht, Quist & Cowen Fenick & West KPMG Peat Marwick
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Offering Total $ Value Market Value At

Industry Company Price Of Offering Time Of Offering Offering Date
Leisure VDI Media 7.000 19,600,000 64,300,000 218i97
Manufacturing 3Df Interactive 11.000 33,000,000 132,900,000 6/25/97
Manufacturing 88 6.500 23,400,000 68,800,000 712197
Manufacturing Aastrom Bloscierces 7.000 21,000,000 1,000,000 274197
Manufacturing AccelGraphics 9600 23,400,000 71,200,000 ar11i97
Manufacturing Agom Products “4.000 45,500.000 66,500,000 &/24/97
Manufacturing e Test Systerns 12000 42,200.000 81,500,006 814497
Manuacturing Antivicals 9.000 8,000,000 103,400.000 6/3/97
Manufacturing Apex PG Soltions 9.000 31,500,000 109,400,000 2119/97
Marufacturing Appiied Fims 8500 16,200,000 39,900,000 172197
Manufacturing Applied Micro Gircuits 8000 44,400,000 72,800,000 11/25:97
Manutacturing Ascent Pediatrios 9.000 18,000,000 59,700,000 5720797
Manutacturing Asia Electronics Holding Co 8.000 26,800,000 75,200,000 /2476
Manufacturing ATL Products 11.000 18,200,000 106,200,000 a7
Manutacturing Aurora Biosciences 10.000 40,000,000 168,500,000 6/19/97
Manufactuting Autheatic Specialty Foods 8000 32,000,000 45,600,000 127197
Manufaciuring AutoCyte 10000 531,000,000 73,800,000 95197
Manufacturing Axiom 2,000 31,200,000 72,900,000 /8197
Manufacturing Beringer Wine Estates Holdings 26.000 117,000,000 421,600,000 10728007
Manutacturing Bioanalytical Systems 6.000 0,000,000 28,000,000 11724197
Manufactiring Bionx Implants 10.500 21,000,000 90,700,000 4/25/97

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantes the accuracy or completeness of these lists and will not be liable for any error they may contain.
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nvestment Banking Firms

{Managers) Co-Managers Legal Counsel (Company} Auditor
Prudentia; Securities Oppenheimer Kaye, Scholer, Fierman, Hayes & Handler Price Waterhouse
Rabertson Stephens Montgomery Securities UBS Securities weilson. Sonsini, Goodrich & Rosati Price Waterhouse
jontgomery Seourities Donaldson, Lufkin & Jenrette Wilson, Sonsini, Goodrich & Rosati Price Watechouse
Cowen JP Morgan & Co. Inc. Gray Gary Ware & Freidenrich Goopers & Lybrand
Cowen Roberison Stepiens Venture Law Group Price Warerhouse.

Soundview FinanciatGroup, Inc.

A.G. Edwards & Sons Morgan Gibsor. Dunn & Crutoher Ernst & Young
Oppenhsimer Neadham Wilson, Sonsini, Goodrich Goopers & Lybrand
& Rosati
Paulson Investment First Colonial Securities Grp Ater Wynne Hewitt Arthur Andersen & Company
Miienium Securities Gorp. Dodson & Skeriitt
Montgomery Securities Dain Basworth Davis Wright Trermaine Coopers & Lybrend
Needham D. A. Davidson Varnura, Riddering, Arthur Andersen & Gompany

Schrmidt & Howlett

BancAmerica Robertsan Stephens NetionsBane Montgamery Sea Venture | aw Group Ermst & Young
Gowen
Cowen Volpe, Welty & Compary Hale, Dorr Goopers & Lybrand

Adams, Harkness & Hill

Barington Capital Group LP Value Investing Partners, Tnc. Proskaer, Rose, Goetz & Mendolsohn Arthur Andersen & Company
Montgomery Seauities Cruttenden Rotn In. Brobeck, Phieger Harrison Erast & Young
Ajex. Brown & Sons Harnbrecht & Ouist Cooley Godward LLP Ermst & Young

Robertson Stephens

Cruttenden Roth Inc. Sutro Vinson, Elkins McGladrey & Pullen
Wedbush Morgan Securities

SBC Warburg Dillon Read UBS Securities Palmer Dodge Ermst & Young

Lehman Brothers JP Morgan & Co. Inc. Wolt, Rlock, Schore & Arthur Andersen & Company
Solis-Cohen

Goldman, Sachs & Co. Donaldson, Lufiin & Jenrette: Piltsbury, Madison 8 Sutro Price Waterhouse

Hambrecht & Quist
Smith Bamey Inc.

Roney & Co. The Ohic Company loe Miller Donadio & Ryan Ernst & Young
UBS Securities Hambrecht & Quist Lowenstein. Sander, KPMG Peat Marwick
Volpe, Welty & Gompany Kohl, Fisher & Boylan
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Industry

Hanufacturing

Manufacturing

Menufacting

Manufacturing

Manufacturing

Manufacturing

Manutacturing

Manufacturing

Manufaczuring

Manufacturing

Manutactuning

lanutacturing

Hanufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Source: Securities Data Co.. Inc. {973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain

Company

Biora

Biosite Diagnostics

Broughten Foods

Brunswick Technologies

©3

Cardima,

Call Therapeutics

Cerus

Giena

CMP Media

Goinstar

Compass Plastics

Computer Motion

Concord Communications.

Gorixa

Corsair Communications

Coulter Pharmaceuticals

CTB International

Decrane Afrcraft Holdings

Denali
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Offering
Price

12.000
15.000
9.500
16.000
7,000

10.000
12.000

23,000

22,000

10.500

8.000
14.000
14.000
13.000
5.000
42,000
14.000
12.000

13.000

90

Total $ Value
of Offering

53,600,000

28,800,000

19,500,000

23,800,000

45,000,000

5,300,000

30,000,000

24,500,000

115,000,000

110,000,000

31,500,000

3,200,000

35,060,000

40,600,000

39,000,000

37,500,000

30,000,000

70,000,000

33,600,000

27,300,000

Market Value At
Time Of Offering

170,800,000

147,400,000
89,400,000
43,200,000

148,100,000

203,000,000

100,700,000

418,400,600

497,700,000

41,800,000

38,100,000

98,300,000

161.100.000

140,400,000

198,900,000

120,100,000

180,900,000

63,000,000

55,700,000

Offering Date

203497

2/12/97

12:8/97

205097

1114797

&/5/97

3421197

1/30/87

217097

rioasgr

712497

013097

11497

1015/97

10/1/97

7/29/97

1/28197

8/20/97

4416/97

11/20/97
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Investment Banking Firms

{Managers) Co-Managers Legal Counsel {Company) Auditor

Morgan Stanley Alex. Qrown & Sons Skadden, As, Slate. KPNIG Bohiias AB
Morgan Staney Intemational Weagher & Flom

Cowen Alex. Brown & Sons Pillsbury, Madison & Sutra Ermst & Young

Advest Fertis, Saker Watts Amold & Porter Coopers & 1ybrand

Josephthal Lyon & Ross, Inc. Southwest Securities Gadsby & Hannah Goopers & Lybrand

Paulson Investmert Warmble Carlyle Saridridge & Rice Deloitte & Touche

Bear, Steams Dain Bosworth Venture Law Group Ermst & Young

LBS Securities Montgomery Securities Shearmar & Sterling Ermst & Young

Raymond James & Associates

Morgan Stanley Alex. Brown & Sons Cooley, Godward, Castro, Emst & Young
Huddleson & Taturn

Goldmarn, Sachs & Co. Alex, Brovn & Sons Hogan & Hartson Price Waterhouse
wessels, Amokd & Henderson
Williarm K. Woodruff

Goldman, Sachs & Co. Lazard Freres & Co. Daw, Lohnes & Albertson Coopers & Lybzand
Bear, Stearmns
Furmar Selz LLG

Smith Barney Inc. Hambrecht & Quist Cooley, Godvward, Castro, Deloitte & Touche
Huddleson & Tatum

Cruttenden Roth Inc. Josephthal Lyon & Ross, Inc, Greenberg, Traurig, Hoffman, Marcum & Kliegmar. LLP
Lipofi, Rosen & Quentel

Montgomery Securities Piper, Jafiray Inc Stradiing, Yocea, Garlson Arthur Andersen & Company
& Rauth
ry Sec Robertson Stephens Testa Hurwitz Thibeault Arthur Andersen & Compary

Wessels, Arnold & Henderson

Lohman Brothers Invemed Associates Venture Law Group Emst & Young
Vector Securities Intl

Deutsche Morgan Greafell Hembrecht & Quist Brobeck, Phlsger, Harrison KPIVG Peat barwick
Wessels, Amold & Henderson

Hambrecht & Quist Alex. Brown & Sons Cooley Godward LLP Emst & Young
Pagiic Growth Equities

Donaldson, Lufkin & Jenrette George K. Baum Simpson Thacher & Deloitte & Touche
Chase Securities Bartiett

Schroder Wertheim & Co. Inc, Dillon. Read Spolin & Sitverman Price Waterhouse
ING Barings

Morgan Keegan Rauscher Pierce Refsnes Hutcheson & Grundy Ernst & Young

91



Industry

Manufacturing

Manufacturing

Manufacturing

WManufacturing

thanufacturing

Manufaciuring

Manufacturieg

Manufacturing

Manufacturing

Merutacturing

Manufacturing

Manutacturing

Manufaciuring

Manufacturing

Manufacturing

Manutacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Company

Denison International

Bigital Lightwave

DOCdata

EDAP

Eltek

Emcore

Endocardial Solutions

EPIX Medical

ErgoBilt

Esat Telecom

Excel Switching

Excelsior-Henderson Motorcycie

FARO Technologies

Faroudja

Ficldworks

First Aviation Services

Focal

Friede Goldman International

Galileo Technology

GameTech international

GlabeGomm Systems

Source: Securities Data Co., Inc. (873) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantes the aceuracy or completeness of these lists and will not be liable for any error they may contain
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Offering
Price

16.000
42.000

13.000

2.000

9.000

5.000
9.000
9.000
7.000

7.000
13.000

21.000

12.000

5.000
8500

10.000

10.000
17.000
17.000

11.000

10.000

92

Total § Value
Of Offering

61,000,000

55,200,000

65,000,000

24,300,000

35,000,000

7,500,000

22,500,000

20,300,000

14,000,000

11,900.000

78,000,000

94,500,000

0,000,000

40,300,000

18,000,000

13,800,000

39,000,000

26,000,000

79,300,000

51,000,000

40,800,000

27,500,000

Market Value At
Time Of Offering

175,700,000

358,000,000

104,000,000

48,800,000

78,200,000

23,700,000

49,500,000

72,100,000

58,000,000

36,800,000

391,700,000

684,400,000

74,100,000

117,100,000

70,500,000

55,800,000

87,500,000

47,300,000

201,400,000

333,900,000

84,900,000

86,100,000

Offering Date

8/7/97

215197

4130/97

512197

713197

1122657

36/97

319497

1/30/97

213197

117797

1174797

7123497

on7ier

10/30/97

319/97

2127197

12111797

721497

7/28/97

11/26/97

7097



Investment Banking Firms
(Managers)

Lehman Brothers

CS First Boston

CS First Boston

A G. Edwards & Sons

Lehiman Brothers

Josephthal

Donaldson, Luikin & Jerrette

Piper, Jafiray (e

Hambrecht & Quist

Gruftenden Rotr Irc.

Donaldsan, Lufkir: & Jenrette

Morgan Stanley Dean Witter

Joha G. Kinnard

Raymond James & Associates

BancAmerica Robertson Stephens

B.J. Steichen

Srmith Barney Inc,

Lenman Brothers

Jefferies & Co., Inc.

Alex. Brown & Sons

Donaldson, Lufkin & Jenratte:

PaineVebber

Co-Managers

Schroder & Co Inc

Funman Selz LG

Wedbush Morgan Securities

Lacienburg, Thalmana

Oppenheimer

Needham

Volpe, Welty & Compary

Wessels. Amold & Henderson

Principal Financial Securities

GS First Bosten

Cowen

Hambrecht & Quist
NationsBanc Montgomery Sec

Miller, Johnson & Kuehn, Inc.

Hanifen, Imhoff

Volpe Brown Whelar & Co

Jossphihal Lyor: & Ross. Inc.

Needham

Dillon, Read

Piper, Jaffray Inc.
Pacific Growth Equities

Bear. Stears
Jshnson Rice & Company

Montgomery Securities
Robertson Stephens

Prudential Securities

Unterberg Harris

154

93

Legal Counsel (Company)
Willkie Farr & Gallagher
Baker & McKerzie

Skadden, Arps. Slate,
Meagher & Flom

Vinson, Elkins.

Gleary, Gottlieb, Steen &
Hamniton

Carter, Ledyard & Milburn
White & Case

Dorsey & Whitney

Paimer Dodge

wWolin, Fuller, Ridliey &
Miler LLP

Davis Polk & Wardwel:

Testa Hurwitz Thibezult

Faggre & Benson
Foley & Lardner

Buchaiter, Nemer, Fields
& Younger

Dorsey & Wihitney

O'Melveny & Myers

Wilson, Sonsini, Goodrich
& Posati

Andrews & Kurth
MoGutchen, Doyle,
Brown & Ener

Moroan, Lewis & Bockius

Brobeck, Phleger, Harrison

Auditor

Coopers & Lybrand

KPMG Peat Marwick

Emst & Young

Coopers & Lybrand

Price Waterhouse

Coopers & Lybrand

Ernst & Young

Ernst & Young

KPMG Peat Marwick

KPMG Peat Marwick

Arthur Andersen & Gompany

Arthur Andersen & Sompany

Detoitte & Touche

Erast & Young

Arthur Andsrsen & Company

Ernst & Young

Ernst & Young

Arthur Andersen & Gompany

Emst & Young

Ernst & Young

Ernst & Young



155

Offering Total $ Value Market Value At
Industry Company Price Of Offering Time Of Offering Offering Date
Manufacturing Gulf Island Fabrication 15,000 30,000,000 82,500,000 L3
Manufacturing Hybrid Networks 14.000 37,800.000 139,600,000 117127
Manufacturing Hyseq 14.000 42,000.000 164,100,000 8/7/97
Manufacturing 1.C. Isaacs & Company 10.000 38,000,000 442,200.000 12/17/97
Manufacturing ICOS Vision Systerns 10.000 22,500,000 101,400,000 12/9/97
Manufacturing ILEX Oncalogy 12,000 30,000,000 140,200,000 2/20/97
Manufacturing Inzercorp Excelle 5.000 5,300,000 19,800,000 1010/97
Manufacturing International Isotopes 9.000 19,800,000 55,000,000 14197
Manufacturing International Manufacturing 11.500 57,500,000 141,800,000 10/22/97
Manufacturing inTEST 7.500 17,100,000 44,300,000 B817/97
Manufacturing JetFax 8.000 28,000,000 30,100,000 B10/97
Manufacturing Kaynar Technologies 4,500 29,000,000 49,200,000 /697
Manufacturing Kos Pharmaceuticals 15.000 62,300,000 212,200,000 3/7/97
Manuacturing Laser Power 5.500 ©,100,000 25,800,000 6/19/97
Manufacturing LeukoStte 6.000 15,000,000 54,800,000 B/15/87
Manufacturing MAS Fechnology 14.000 28,000,000 91,000,000 6/19/97
Manufacturing Meade Instrurments. 7.000 28,800,000 87,500,000 4/9/97
Manutacturing MegaBios 12.000 30.000,000 146,700,000 9/15/87
Manufacturing Melita Internaticnal 10.000 35,000,000 115,300,000 /4727
Manufacturing Micro Therapeutics 8.000 9,600,000 36,600,000 2n8/87
‘Manufacturing MMC Networks 11.000 38,500,000 167,900,000 10/28/97

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the acouracy or completeness of these lists and will not be liable for any error they may contain.
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Investment Banking Firms
(Managers)

Morgan Keegan

NationsBanc Montgomery Sec

Lehrman Brothers

Robinson-Humphrey

BancAmerica Robertson Steshens

Salomon Brothers

Sharpe Capital

Keane Securities.

Ntionsganc Montgomery Sec

Jarney Montgomery Scott

Prudentiat Securities

Lehman Brothers.

Cowen

Cruttender: Rott inc.

Hambrecht & Quist

Hambresht & Quist

Morgan Keegan

NationsBanc Montgomery Sec

Montgomery Securities

UBS Securities

Morgan Staniey Dean Witter

Co-Managers

Raymond James & Associates
Johnson Rice & Company

UBS Securities

Srith Bamey Inc.
Fahnestock

Legg Mason Wood Walker
Cowen
NationsBanc Montgomery Sec

KB Securities NV

Cowen
St

Bamey Inc.

#egis Capital
Klein Maus and Siire Inc.

BT Alex. Brown
UBS Securities

Nesdham

Cowen

PaineWsbher

Dillor, Read
Salomon Brothers

LH. Friend, Weirress & Frankson

UBS Secuiities

Oppenheimer

Crowsll, Weedon

Hambrecht & Quist

Robertson Stephens

Volpe, Wetty & Gompany

Deutsche Morgan Grenfell
Wessels, Arnold & Henderson

156
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Legal Counsel {Company)

Jones, Walker, Waschter,
Foitevent, Carrere, & Denegre

Feneick & West

Sachnoff Weaver &
Rubenstein

Piper & Marbury

Brown Rudnick, Freed &

Gesimer

Fulbright & Jaworski

Gersten, Savage,

Kaplowitz & Cartin

Epstein Becker Borsody
& Graen

Wilson, Sensini, Goodrich
& Rosati

Saui, Ewing, Remick & Saul

General Counsel

O'Melveny & Myers.

Holland & Knight

Gooley Godward LLP

Bingnam, Dana & Gould

Brobeck, Phicgor, Hartison

O'Melveny & Myers

Gooley Godward LLP

Marris, ianning & Martin

Stradiing, Yooca, Garlson
& Rauth

witson, Sonsini, Goodrich
& Rosati

Auditor

Price Waterhouse

Coopers & Lybrand

Ernst & Young

BOO - Scidiman

KPMG Peat Marvick

Adthur Andersen & Gompany

Sotwartz Levitsky Feldman

KPMG Peat Manwick

Price Waterhouse

KPMG Peat Marwick

Deloitte & Touche

Arthur Andersen & Comoany

Arthur Andersen & Company

Ernst & Young

Adthur Andersen & Gompany

KPMG Peat Marwick

Price Waterhouse

Ermst & Young

Arthur Andersen & Company

Coopers & Lybrand

Price Waterhouse



Industry

Marufacturing

Manufasturing

Manufacturing

Manufacturing

Manuiacturing

Manufacturing

Manufacting

Manufacturing

Maufacturing

Manufacturing

Manufacturing

Marufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Menutacturing

Manufacturing

Manutacturing

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or complsteness of these lists and will not be liable for any error they may contain.

Company

Nanophase Technologies

Neoilagic

Neutral Pasture Ergonomics

NewCom

Nexar Technologies

NavAtef Inc

Novel Denim Holdings

Qoular Sciences

Ormniguip Intemational

ORBIT/FR

08l Systems

Overland Data

PalEx

Peak Intemational

Photoelectron

Positron Fiber Systems

Powor (ntegrations

Power-Onc

Princeton Video Image

Progenics Pharmaceutioals

Progenitor

157

Offering
Price

5.000
12.000

5000
9.500
2.000
7.500

18,000
16.500

14.000

12.500

10.000
7.500

12.000

11.000

8000
14.000
7.000
8.000

7.000

96

Total § Value
0f Offering

32,000,000

36,000,000

8,000,000
19,000,000
22,500,000
19,300,000

76,500,000

18,800,000

112,000,000

16,500,000

50,000,000

30,000,000
22,500,000

28,000,000

17,000,000
55,000,000

32,000,000

70,000,000

28,000,000

16,000,000

9,300,000

Market Value At
Time Of Offering

32,600,000

132,900,000

19,200,000

91.000.000

82,800.000

76,100,000

169,900,000

333,100,000

199,500,000

49,500,000

173,000,000

99,300,000

75,900,000

161,500,000

55,400,000

22,700,000

32,200,000

228,300,000

51,200,000

59,600,000

85,600,000

Offering Date

11/26/97

aaver

10/20/97

915/97

/8197

2/3197

72397

814197

312097

&17/97

101797

212197

242097

8/20/97

1720027

8/18/07

12/12/97

30197

12/16/97

11119/97

/6197



Investment Banking Firms
(Managers)

Donaldson, Luikin & Jenrstte

Morgan Stanley

Huberman, Margaretten & Straus

Joseph Charles & Associates

Sands Brothers & Co, Ltd

Montgomery Securities

Morgar: Stanley Dean Witter

Morgan Stanley Dean Witter

Morgan Stanley

Pennsyivania Merchant Group

BancAmerica Robertsan Stephens.

Jefferies & Co., Inc.

Alex. Brown & Sons

Donaldson, Lufkin & Jenrette

Peregrine Brokerage

Nesdham

Robenson Stephens

Hambrecht & Quist

Stephens.

Allen & Co

CIBC Oppenneimer

Lehrman Brothers

Co-Managers

Furman Selz LLC
CIBC Oppenhesimer

Montgomery Securities
Robertson Stephens

Credit Lyonnais Securities (US)

Prudential Securitios

Montgomery Securities
Smith Barrey Inc.

Bear, Steams
Cowen

S First Boston
J. Henry Schrader

Robert W. Baird & Co

Unterberg Harris

Willam Blair
Volpe Brown Whelan & Co

Gruttendan Roth Inc.

Montgomery Securities

Boar, Stearms

Dain Bosworth

Montgomery Securities

NationsBanc Montgomery Sec
BancAmerica Robertson Stephens

Robertson Stephens
Montgomery Securities

Barington Capital Group LP

BancAmerica Robertson Stephens.
Vector Secuties International

Genesis Merchant Group Secs

158

97

Legal Counsel (Company)

Katten Muchin & Zavis

Wilson, Sonsini, Goadrich
& Rosati

Haynes & Boone
Pillsbury. Madison & Sutro

Choate, Hall & Stewar

Orrick, Herrington & Sutclffe

Simpson Thacher &
Bartiett

Fenwick & West

Dicksteir, Shapiro & Morin

Blank, Rome, Cornisky &
Wccauley

Troy & Gould
Protessional Gorp,

Baker & Mckenzie

Andrewss & Kurth

Davis Polk & Wardwell

Goulston & Storrs P.C.

Mitbank, Tweed, Hadley & McCloy

Gray Cary Ware &
Froidenrich

O'Melveny & Myers

Srmith, Stration. Wise,

Heher and Brennan

Dewty Ballentine

Morrison & Foerster

Auditor

Ernst & Young

Ermst & Young

Deioitte & Touche

Panaell Kerr Forster

Artur Andiersen & Company

Arthur Anersen & Gompany

KPMG Poat Marwick

Price Waterhouse

Ernst & Young

Deloitte & Touche

Price Waterhouse

Arthur Andersen & Company

Deloitte & Touche

Arthur Andersen & Company

Ernst & Young

Arthur Andersen & Company

Deloitte & Toucne

Coopers & Lybrand

Coopers & Lybrand

Coopers & Lybrand



Industry

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufecturing

Manufacturing

Manufacturing

Manufacturing

Manutacturing

Marnutacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manutacturing

Manutacturing

Manutacturing

Manufacturing

Source: Securities Data Co., Inc. {973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.

Company

Raging Champions

RADCOM

Rambus

Retrospettiva

RF Micro Devices

RIT Technologies

Rock of Ages.

Schick Technologies, Inc

SCM Microsystems

Signature Eyewsar

Silgan Holdings

Special Metals

Spectra-Physics Lasers

SpectRx

Spiros Development Il

Storage Dimensions

Sun Hydraufios

Total Control Producte

Transcend Therapeutics

Transcryst International

Tropical Sportswear Intl

Unifab International

159

Offering
Price

14.000
9.500
12,000

6.000

2,000

8,000
18500

18500
13.000
10.000
20.000
16.500

10.000

7.000

16.000

7.000

9500
8.000
10.000
8.000
12.000

18.000

98

Total $ Value
1 Offering

70,000,000

21,800,000

33,000,000

3,000,000

36,400,000

18,400,000
59,700,000

32,400,000

43,800,000

18,000,000

90,000,000

63,500,000

24,000,000

15,400,000

83,000,000

18,900,000

19,000,000
16,000,000
18,000,000
23,200,000
48,000,000

50,700,000

Market Value At
Time Of Offering

167,300,000

91,200,000

121,900,000

13,500,000

75,400,000

65,800,000

124,200,000

179,600,000

66,500,000

52,000,000

377,300,000

255.300,000

152,100,000

53,000,000

780,300,000

54.900,000

57,000,000

39,300,000

25,900,000

74,300,000

91,200,000

82,800,000

Offering Date

&11/97

9724/97

5/13/97

92397

/3797

7122497

021197

7T

10/6/97

Y1197

21397

2/25/07

12111/97

717

12116/97

311/97

arer

1107

702497

1722/97

10/28/97

9/18/97



Investment Banking Firms
(Managers)

Robert W. Baird & Co

Unterberg Harris

Morgan Stanley

Kensingten Securities, Inc

Montgarmery Securities

Unterberg Harris

Raymond James & Associates

Lehman Brothers

Cowen

Fechtor. Detwiler

Golgmar, Sachs & Co.

Morgan Staniey

NationsBanc Montgomery Sec

Hambrecht & Quist

Merill Lynch & Go.

Smith Baraey Inc.

A G. Edwards & Sons

Adams, Harkness & Hill

EVEREN Securities

Dain Bosworth

Prudential Securities

Morgan Keegan
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Co-Managers

Willam Blair
J.C. Bradford

Pennsylvania Merchant Group
Fahnestock

Hambrecht & Quist
Robertson Stephens.

Gunn & Company

Hambrechit & Quist
Oppenheimer

Pennsylvania Meschant Group

JP Morgan & Co. Inc,
Pagific Growth Equities

Hambrecht & Quist
Van Kasper

Morgan Stanley
Satomon Brothers

Salomon Brothers
Grecit Lyonnais Securities (US)

Cowen

Volpe Brown Whelan & Co

Donakison, Lufkin & Jenratte

Szlomon Brothers

Robert W. Baird & Co
A G. Edwards & Sons
Principal Financial Securities
Furman Selz LLG
Oppenhimer

Stephens

99

Legal Counsel (Company)

Reinhart, Boerner, Van
Deuren, Norris

Weil Gotshal & Manges

Wilson, Sonsini, Goodrich
& Rosati

Individual Lawyer *

womble Carlyle Sancridgs & Rice

Weil Gotshal & Manges

Skadden, Arps, Slate, Meagher & Flom

Kelley Drye & Warcen

wilson, Sonsini, Goodrich

& Rosati

Troop Meisinger Steuber
&Pasich, LLP

Winthrop, Stimson,
Putnarm & Roberts.

Paul, Weiss, Ritkind,
Wharton & Garrison

Deshert Price Rhoads

Wilson, Sonsini, Goodrich
& Rosati

Brobeck, Phieger. Harrison

Wiison, Sonsini, Goodrich
& Rosati

Shumaker, Loop & Kendrick

D'Ancona & Pflaum

Hale, Dorr

Manatt, Phelps & Phillips

Foley & Lardner

Jones, Walker, Waecher,
Poitevent, Canrere, & Denegre

Auditor

Arthur Andersen & Gompany

Price Waterhouse

Coopers & Lybrand

A.J. Robbins, T.C.

Ernst & Young

Price Waterhouse

KPMG Peat Marwick

Price Waterhouse

KPMG Peat Manwick

Altschuler, Melvoin & Glasser

Ernst & Young,

Ernst & Young

Goopers & Lybrand

Arthur Andersen & Company

Deloitte & Touche

Price Waterhouse

Price Waterhouse

Arthur Andersen & Gompany

Ernst & Young

Goopers & Lybrand

Ermst & Young

Emst & Young



Industry

Manutacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manufacturing

Manafacturing

Manufacturing

Mortgage Bank

Mortgage Bank

Mg Securities

Naturaf Resource

Natural Resource

Natural Resource

Natural Resource

Natural Resource

Naturat Resource

Naturaf Resource

Natural Resource

Company

Vari Lite International

Vista Medical Technologies

Warner Chilcott PLG

Wesley Jessen Vision Care

Wheels Sports Group

Wilsons The Leather Experts

Young Innovations

Yurie Systems

Zindart Industrial

Zymetx

Long Beach Financial

Nevr Gentury Financial

Franchise Mortgage Acceptance

Brigham Exploration

Gal Dive International

Carrizo Oil & Gas

Eagle Geophysical

Edge Petroleum

OWN| Energy Services

Oyo Geospace

Petroglyph Energy

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain
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Offering
Price

12.000
9.000

17.600

15.000

5.900

2.000

12.000
12.000
10.000

8.000

6500
11.000

18,000
£.000
15.000

11.000
17.000

16,500
11.000

14.000

12.500

Total § Value
Of Offering

24,000,000

38,000,000

68,300,000

36,800,000

5,300,000

9,900,000

24,000,000

48,000,000

15,000,000

18,400,000

141,400,000

38,500,000

180,000,000

24,000,000

54,000,000

27,500,000

100,000,000

39,600,000

33,000,000

28,000,000

31,300,000

Market Value At
Time Of Offering

93,600,000

41,600,000

151,600,000

98,100,000

18,000,000

96,500,000

74,500,000

290,500,000

65,000,000

68,600,000

162,500,000

174,500,000

500,800,000

95,400,000

314,200,000

84,800,000

125,800,000

17,100,000

33,000,000

70,000,000

66,700,000

Offering Date

10/15/97

12/97

88197

211237

4116797

527497

1174197

2/5/97

34197

10420/97

/28/97

6/25/97

11/18/97

5/8/97

741197

8/6/97

8/5/97

2/25/97

12/4/97

11/20/97

10/20/97



Investment Banking Firms
{Managers)

A G. Edwards & Sons

Goldman, Sachs & Co.

Cowen

Merril Lynch & Co.

Schneider Securities, Inc

Equity Securiies Trading

Robert W. Baird & Co

Alex, Brown & Sons

Van Kasper

Capital West Securities

Frisdman, Biliags, Ramsey & Co

Montgomery Securities

Co-Managers

EVEREN Securities

Selomon Brothers

Dillon, Read
Oppenheimer

Alex. Brown & Sons
BT Securities.
Salomon Brothers
Bear, Stearns

Cleary Gull Reiland & McDevite

Wessels, Amold & Henderson

Millennium Financial Group
Comvest Partners

Piper, Jaffray Inc

Sec
©8 First Boston

Bear, Stearns

Schroder & Co tne

Sehroder Wertheim & Co Inc

Prudential Securities

Raymond James & Associates

Lehman Brothers

Rauscher Pierce Refsnes.

Prudential Securities

Howard, Weil, Labouisse
SRauscher Pierce Refsnes

Raymond James & Associates
Simmons & Co International

Jefferies & Co., Inc.

Simmons & Go. International

Jefferies & Ca., Inc.
Principal Financial Securities

Prudential Seourities
Raymond James & Assogiates

Raymond James & Associates

Oppenheimer
Johnson Rice & Company

162

Legal Counsel (Company)

Gardere & Wynne
Brobeck, Prleger, Harrison

Cahil Gordon & Reindel

Kirkland & Ellis

Berliner Zisser Walter &
Gallegos.

Faegre & Benson

Armstrong, Teasdale,
Schlafly & Davis

Fried, Frank. Harris,
Shriver & Jacobson

Megutchen, Doyle, Brown
& Enerser,

Phillips. Mctall

Gibson Dunn & Crutcher
O'Melveny & Myers

Ereshman, Marantz,
Orlanski, Gooper & Klein

Thompson & Knight

Robins, Kapian, biler &
Giresi

Baker & Eotts

Gardere Wynne Sawell & Riggs
Baker & Botts

Jones, Walker, Waschter,
Poitevent, Carrere, & Denegre

Fulbright & Jaworski

Thormpson & Knight

Auditor

Deloitte & Toucne

Erst & Young

KPMG Peat Manuick

Price Waterhouse

Coopers & Lybrand

Arthur Andersen & Company

Arthur Andersen & Company

Delaitte & Touche

Arthur Andersen & Company

Ernst & Young

Deloitte & Tauche

KPMG Peat Marwick

KPMG Peat Marwick

Price Waterhouse

Arthur Andersen & Company

Arthur Andersen & Company

Arthur Andersen & Gompary

Deloitte & Touche

Arthur Andersen & Company

Coopers & Lybrand

Arthur Andersen & Gompany




Industry

Oil/Gas Fipeline

Other Finance

Other Finance

Other Finance:

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Finance

Other Services

Other Services

Other Services

Other Services

Pers/Bus/Rep Svc

Pers/Bus/Rep Svo

Pers/Bus/Rep Svo

Pers/Bus/Rep Svc

Pers/Bus/Rep Svo

Company

Continental Natural Gas

American Capital Strategies

Birman Managed Care, Inc.

Gommunity First Banking

Gonsolidation Capitat

Euronet Services, Inc.

Frost Hanna Capital Group

Great Pes Dee Bancorp, Inc.

@S Financial Gorp.

Hemlook Federal Financial Corporation

Merathon Financial Corporation

Net.B@NK

Shore Bank

Success Bancshares, Inc.

Union Community Bancorp

Wintrust Financial Corporation

Bright Horizons Holdings

Brookdale Living Gommunities

CorporateFamily Solutions

EduTrek international

A Consulting Team

Advanced Communication Systems

Advantage Learning System

AHL Services

Amazon.com

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do rot guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

11250
15.000

5.000
20.000
20.000

12500

6.000

10.000

10.000
10.000
5.000
12.000
8250

12.500

10.000
15.500
13.000
11500
10.000
14.000
12.000

7.500
16.000
10.000

18.000

102

Total § Value
Of Offering

23,800,000
126,000,000
0,000,000
40,000,000
480,000,000

71,600,000

10,200,000

22,001,250

34,385,000
20,763,250
2,500,000
42,000,000
2,709,589

15,000,000

3,041,750
21,235,000
38,600,000
51,800,000
23,500,000
36,400,000
21,600,000
15,800,000
44,800,000
25,000,000

54,000,000

Market Value At
Time Of Offering

64,300,000

147.100.000

42,405,410

31,000,000

526,000,000

170,400,000

19,200,000

22,000,000

22,100,000

13,300,000

9,400,000

57,200,000

14,800,000

34,400,000

19,500,000

123,800,000

24,800,000

74,800,000

32,500,000

130,800,000

64,200,000

42,700,000

263,200,000

08,500,000

366,300,000

Offering Date

7131197

8/20/97

212/97

797

11/25/97

3/8/e7

4/10/97

1203197

41097

472097

10/3/96

7/28/97

8/20/97

10/21/97

12/20/97

313797

177197

5/4197

812797

9/23/97

88197

82717

9/25/97

a27/97

5/15/97



Investment Banking Firms
(Managers)

Oppenheimer

Eriedman, Billings, Ramsey & Co.

Royce Investment Group

Trident Securities

Friecman, Bilings, Ramsey & Go

ING Barings

First Gambridge Seourities Co.

Tridtent Securities

Chares Webb & Company

Charles Webb & Company

McKinaon & Company, in.

Morgan Keegan

MeKinnon & Company, Inc.

Everen Secuities, Inc.

Trident Securities, lac.

Everen Securities. Inc.

BT Alex. Brown

Friedman, Billings, Ramsey & Co.

Montgormery Securitios

‘Smith Bamey Inc.

Robinson-Humphrey

A. G, Edwards & Sons

Piper, Jaffray Inc.

Alex. Brown & Sons

Deuische Morgan Grenfell

Co-Managers

Southwest Securities

Continential Broker-Dealsr Carp.

Amhold and S. Bleiohroeder

ING Barings Nomura Sscurities New York Inc.

Interstate Johnson Lane:

EVEREN Securities

J.C. Bragford

Robinson-Humphrey

Wheat First Buteher & Singer

Ferris, Baker Watts

Montgomery Securities

Robinson-Humphrey

Alex. Brown & Sons » Hambrecht & Quist

164
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Legal Counsel (Company)
Hall, Estill, Hardwick. Gable. Golden
Arnold & Porter

Rudnick & Wolie

Powell, Goldstein, Frazer & Murphy
Morgan, Lewis & Bockius

Arent, Fox, Kintrer,
Plotkin & Kahn

Steams Weaver Miller

Luse Lehman Gorman
Pomerenk & Schick

Elias, Matz, Tiernan & Herrick, LLP
Silver, Freedman & Taff, LLP
Kaufman & Canoles

Powell, Goldstein. Frazer & Murphy
LeClair Ryan

Much Shelist Fresd
Denenberg Ament Bell & Rub

Bames & Thormburg

Vedder, Pice, Kaufman, Kammholz & Day
Ropes & Gray

Winston & Strawn

Bass, Berry & Sims

Smith, Gambrell & Russel

Qrrick, Henngton & Sutclifte

Gibson Dunn & Gruther

Godfrey & Kahn

King Spalding

Perkins Goie

Auditor

Ernst & Young

BDO Seidman, LLP

Porter Keadle Moore, LLP

Price Waterhouse

KPMG Peat Marwick

Anthur Andersen & Company

Dwon Oden & Co.

LaPorte, Sehrt, Ronigand Hand

Crows, Chizek & Gompany

Youn, Hyde & Barbour. P.C.

Dsloitte & Touche

BDO Seidman, LLP

McGaladrey & Pullen, LLP

Geo $. Olive & Go,

KPMG Peat Marwick, LLP

Price Waterhouse

Emst & Youag

Arthur Andersen & Company

Deloitte & Tauche

Emst & Young

Arthur Andersen & Company

Arthur Andersen & Gompany

Arthur Andersen & Gompany

Emst & Young



165

Offering Total § Value Market Value At
Industry Company Price Of Offering Time Of Offering Offering Date
Pers/Bus/Rep Sve Aris 15.000 30,300,000 141,400,000 6/18/97
Pers/Bus/Rep Svc ASL Solutions. 8.000 10,800,000 38,600,000 4/15/97
Pers/Bus/Rep Svc At Home 10.500 84,500,000 233,800,000 787
Pers/Bus/Rep Svc BEA Systems 6.000 30.000,000 323,200,000 410/97
Pers/Bus/Rep Svo Best Software 13.000 54,000,000 141,700,000 9/30/97
Pers/Bus/Rep Svc Bioreliance 15.000 36,000,000 37,000,000 T/28/97
Pers/Bus/Rep Svc Boron LePore & Associates 17.500 63,000,000 111,800,000 8/23/97
Pers/Bus/Rep Sve Coast Dental Services 8.000 17,600,000 45,500,000 210/97
Pers/Bus/Rep Sve GCognicase 12.500 38,500.000 160,400,000 10/2/97
Pers/Bus/Rep Svc Complete Business Solutions 2,000 30,000,000 111,600,000 3/5/97
Pers/Bus/Rep Svc CrossKeys Systems 10.500 30,500,000 30,400,000 12/16/97
Pers/Bus/Rep Sve. Crystal Systems Solutions 7.500 22,500,000 76.800.000 31/97
Pers/Bus/Rep Sve DAQU Systerns 9.000 18,000,000 92,400,000 2n2/e7
Pers/Bus/Rep Sve Deltek Systerns 11.000 31,900,000 185,500,000 2/25/37
Pers/Bus/Rep Svc Dental Care Alliance 12,000 24,000,000 74,800,600 1174797
Pers/Bus/Rep Svi DIDAX 5188 10,400,000 16,600,000 9724/97
Pers/Bus/Rep Svc e-NET 5.000 7,500,000 28,800,000 4/7/97
Pers/Bus/Rep Sve EarthLink Network 13.000 26,000,000 104,300,000 1721497
Pers/Bus/Rep Sve Flexilnternational Software 11.000 32,000,000 92,500,000 12/12/97
Pers/Bus/Rep Svc Freepages Group 15.390 77,000,000 5,988,700,000 3397
Pers/Bus/Rep Svc Gene Logic 8.000 24,000,000 30,600,000 11721487
Pers/Bus/Rep Svc Genesys Telecommun Laos. 18.000 45,000,000 346,100,000 6/17/97

Source: Securities Data Co., Inc. {973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantee the accuracy or completeness of these iists and will not be liable for any error they may contain
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Investment Banking Firms
{Managers)

Deutsche Margan Grenell

H.C. Wainwright & Co

Morgan Stanley Dean Witter
Merril Lyneh & Co.

Goldman, Sachs & Co.

Hambrecht & Quist

Morgan Stanley Dean Witter

Bear, Stearns

Prudential Securities

Voipe Brown Whelan & Co

Donaldson, Lufkin & Jentette

Cowen

Hampshire Secrities

Alex. Brown & Sons

Montgomery Securities

Raymond James & Associates

Bareon Chase Securities

8arron Chase Securities.

Invemed Associates

BT Alex. Brown

Morgan Stanley

BancAmerica Roberison Stephens

Goldman, Sachs & Co.

Co-Managers

Montgomery Securities
Piper, Jatfray Inc.

Alex. Brown & Sons
Hambrecht & Quist

Morgan Stanley Dean Witter
Alex. Brown & Soas

Robertson Stephens
Sounduiew Financial Group, Inc
William Biair

Hambrecht & Quist

Smith Barney Inc.

Wessels, Armold & Henderson

Raymond James & Assoclates

First Albany
Marleau, Lemire Securities Inc.

Ferris, Baker Watts
SBC Warburg Dillon Read

CIBC Oppenheimer
RBG Dorninion Securities (US)

Cowen « Hambrecht & Quist

William Blair

william Blair

Hembrecht & Quist
Wessels, Amold & Henderson

Cowen

Hambrecht & Quist
UBS Securities

Lehrman Brothers
Robertson Stephens

166

Legal Counsel (Company)

Van Valkenberg Furber
Law Group PLLC.
Koemer, Silberberg & Weiner LP

Fonwick & West

Morrison & Foerster

Hale, Do

Fried, Frank, Haris.
Shriver & Jacobson

Gooduwin, Frogter & Hoar

Shurnaker, Loop & Kendrick

Goodwin, Procter & Hoar

Gamhy Karlinsky & Stein LLP

Skadden, Aps, Slate,
Meagher & Flom

Fulbright & Jaworski
Baker & McKenzie
Gray Cary Ware & Freidenrich

Greenberg, Traurig, Hoffman,
Lipoff, Rosen & Quentel

Berman Wolfe & Rennert
Individual Lawyer
Hunton & Willams:

Hale, Dorr

Weil Gotshal & Manges

Gootey Godward LLP

Brobeck, Phiegsr, Harrison

105

Auditor

Price Waterhouse

Coopers & Lybrand

Ernst & Young

Ermst & Young

Arthur Andersen & Company

Price Waterhouse

Arthur Andersen & Company

Deloitte & Touche

Raymond Chabot Grant

Arthur Andersen & Gompany

Shiomo, Ziv & Co.

Emst & Young

Adthur Ancersen & Company

Prige Waterhouse

Grant Thornton

Price Waterhovse

Price Waterhouse

KPMG Poat Marwick

Arthur Andersen & Company

Arthur Andersen & Company



Industry Company

Pers/Bus/Rep Svc Great Plains Software
Pers/Bus/Rep Svo Hagler Bailly

Pers/Bus/Rep Svo Hall Kinion & Associates
Pers/Bus/Rep Svo Healthare Recoveries
Pers/BusiRep Svo HealthdeskiR)
Pers/Bus/Rep Svo HeaithWorld

Pers/Bus/Ren SV HTE

Pers/Bus/Rep Svo 1AT Muttimedia
Pers/Bus/Rep Svo 1Log

Pers/Bus/Rep Sve imageMAX

Pers/Hus/Rep Svo Information Advantage Software
Pers/Bus/Rep Sve Information Management Assocs
Pers/BusiRep Svo INSpire insurance Solutions
Pers/Bus/Rep Svo International Computex
Pers/Bus/Rep Svo IntervL

Pers/Sus/Rep Svo 1ONA Technologies
Pers/Bus/Rep Svc JD Edwards

Pers/Bus/Rep Svc Judge Group

Pers/Bus/Rep Sve Kendile International
Pers/Bus/Rep Svc. Kofax Image Products
Pers/Bus/Rep Sve Lamalie Associates

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantes the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

16.000

14.000

16.000
14.000

5.000

9.000
11.000

6.000

11.000
12.000

6,000
13.000
12.000

9500

18.000
23.000

7500
12,000

11.000

12.000

106

Total § Value
Of Offering

48,000,000

44,300,000

37,700,000

137,200,000

8,500,000

18,900,000

27,500,000

20,100,000

27,500,000

37,200,000

20,000,000

50,700,000

66,000,000

0,700,000

19,000,000

137,600,000

363,400,000

27,400,000

50.400,000

22,000,000

24,000,000

Market Value At
Time Of Offering

204,300,000

111,800,000

121,000,000

137,200,000

26,900,000

63,900,000

81,000,000

46,300,000

120,000,000

45,700,000

89,700,000

119,600,000

117,300,000

30,800,000

87,100,000

329,200,000

2,108,800,000

100,100,000

135,100,000

28,900,000

60,900,000

Offering Date

619/97

77497

8/4/97

52197

117467

12197

8/10/97

3/26/97

2/14/97

12/3/97

1241797

7430197

8/22/97

4/29197

11719097

2/25/97

9/23/97

2114197

8022/97

10M0/97

771497



Investment Banking Firms
{Managers)

Goldman, Sacns & Go.

Donaldson, Lufidn & Jenrette

Montgomery Securities

Bear, Steams

Whale Securities

€ Unterberg, Towoin

Volpe, Welty & Company

Royoe Investrnents

Cowen

William Blair

BancAmerica Robertson Stephens

Alex. Brown & Sons

Raymond James & Associates

H.J. Moyers

Josephtnal Lyon & Ross, Ine.

Lehman Brothers

Morgan Stanley Dean Wittsr

danney Montgomery Scott

Lehman Brothers

Nesdham

Robert W. Baird & Co

Co-Managers

Hambrecit & Quist
Piper, Jaffray Inc

Montgomery Securities

Robert w. Baird & Co
Robinson-Humphrey

Donaldson, Lufkin & Jenrette
Robinson-Humphrey

Pennsylvania Mercnant Group

Janney Mortgorery Scatt

Continental Brokor-Dealer Corp

Soundview Financial Group, Inc.

Jasney Montgomery Scott
NationsBanc Mortgomery Sec
Piper, Jaffray Inc.

First Albany

Robertson Stephens
Soundview Financial Group, Inc.

Southwest Securities

Cruttenden Rota Inc

Robertson Stephens
Soundview Financial Group, Inc.

Deutsche Morgan Grenfell
Robertson Stephens

Unterberg Harris

J.C. Bracford

Unteroerg Harris

Wilkiam Blair

168

107

Legal Counsel {Company)

Dorsey & Whitney

Pepper, Hamilton & Scheetz

Gunderson Detimer
Stough Villeneuve

King Spaiding

Gray Cary Ware & Freidsnrich

Rosenman Colin Freund
Lewis & Cofien

Greenberg, Traurig, Hoffman,
Lipoff, Rosen & Quentel

Baker & McKenzie

Wilson, Sonsini, Goodrich
8 Posati

Pepper, Hamilton & Schestz
Gunderson Dettrmer
Stough Villeneuve

Frankiin & Hachi

Leboeuf, Lamb, Leiby & MacRae

Akin, Gump, Strauss,
Hauer & Felct

Gambrell & Stolz, LLP.

Latham & Watkins

Testa Hurwitz Thibeault

Wilson, Sonsini, Goodtich
& Rosati

Drinker Biddle & Reatn

Keating, Musthing & Kiekamp.

Stradiing, Yocca, Carlson
& Rauth

Trenam, Kemker, Scharf

Auditor

Price Waternouse

Ernst & Young

Deloitte & Toushe

Frankiin & Hachi

Coopers & Lybranc

Coopers & Lybrand

Arthur Arderser; & Company

Arihur Andersen & Company

Rothsten, Kass & Co

Ernst & Young

Arthur Andersen & Gompany

Price Waterhouse

Arthur Andersen & Gompany

Deloitte & Touche

Habif, Avogeti & Wuane PC

Emst & Young

Ermst & Young

Price Waterhouse

Rudolph, Palitz

Coopers & Lybrand

Deloitte & Touche

Arthur Andersen & Gompany



Industry Company

Pers/Bus/Rep Svc Landmark Systems.
Pers/Bus/Rep Svo LHS Group

Pers/Bus/Rep Svo Logility

Pers/Bus/Rep Sve Made2Manage Systems
Pers/Bus/Rep Svc Medicat Manager
Pers/Bus/Rep Svc Medirisk

Pers/Bus/Rep Svo MER Telemanagement Selutions
Pers/Bus/Rep Sve Metro Information Services
Pers/Rus/Rep Svo MPW Industrial Services Group
Pers/Bus/Rep Sve NPK

Pers/Bus/Rep Svc National Research
Pers/Bus/Rep Svc NetSpeak

Pers/Bus/Rep SvG Network Solutions
Pers/Bus/Rep Svo Mew Ers of Networks
Pers/Bus/Rep Svo Omega Research
Pers/Bus/Rep S Omtool

Pers/Bus/Rep Sve OptiSystems Solutions
Pers/Bus/Rep Svo Orthalfiance

Pers/Bus/Rep Svo OutSouree International
Pers/Bus/Rep Sve. Peapod

Source: Securities Data Co., Inc. (873) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdagq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

7.000
16.000

14500

7500

11.000
1.000
6,000

16.000

9,000
9.000
15.000

8750

18.000
12,000
11.000

9.000

12.000

15.000

16.000

108

Total $ Value
Of Offering

22,400,000

76,800,000

31,900,000

17,400,000

86,000,000

25,300,000

7,200,000

49,600,000

33,800,000

63,300,000

31,500,000

21,000,000

59,400,000

33,100,000

40,700,000

36,000,000

15,000,000

31,200,000

55,500,000

64,000,000

Market Value At
Time Of Offering

65,700,000

64,500,000

195,800,000

20,400,000

194,800,000

62,500,000

26,300,000

177,100,000

90,200,000

219,200,000

109,800,000

92,300,000

275,400,000

177,300,000

242,900,000

102,900,000

45,000,000

122,800,000

126,700,000

265,900,000

Offering Date

1117/97

5/15/97

10/7/27

“2/18/97

1/30/97

1/28/27

521797

1/29/97

12/2097

10417797

10/10/97

5/20/97

/26197

6/18/97

w3087

8/8/07

&r12/07

821797

10/24/97

&/10/97
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Investrent Banking Firms
(Managers) Co-Managers Legal Counsel (Company) Auditor

Barkla, Frye, O'Ncil

. E. Unterberg, Towbin Wheat First Butcher & Singer Shaw, Pittman. Potts & Erice Waterhouse
Trowbridge
Goldman, Sachs & Co. GCowen Alston & Bird Ermst & Young

Fobertson Stephens

NationsBanc Montgomery Sec GCowen Gambrell & Stolz, LLLP. KPMG Peat Marwick
Interstatetdohnson Lane
Hampshire Securitiss

First Albany Van Kasper fce Miller Donadio & Ryan Coopers & Lysrand
RvR Securities Corp.

Donaldson. Lutkin & Jenrette Dean Witter Reynokds Morgan, Lewis & Bockius Coopers & Lybran
Equitable Securities Jofferies & Co., Inc. Alston & Birdt KPMG Peat Marwick
Hampshire Securities Carter, Ledyard & Milbum Kost Levary & Forer
Rooert . Bairc & Co J.G. Bradford Clark & Stant KPIMG Peat Marwick

Robinsan-Hurnphrey

Raymond James & Associates Robert W. Baird & Co. Jores Day Reavis & Pogue Ermst & Young

PaineWebber Unterberg 1 lanis Dewey Ballantine Arthur Andersen & Company

Williarn Blair Robert W. Baird & Co Foley & Lardner KEMG Peat Manwick

Jdosephithal Lyon & Ross, Inc. Cruttenden Roth Inc. Broad & Cassel Deloitte & Touche

Harnbrecht & Quist JP Morgan & Co. Inc, Plllsbury, Madison & Sutro Price Waterhouse
Painewsbber

UBS Securities Covien Wilson, Sonsini, Goodrich Arthur Andersen & Gompany

& Rosati

Robertsan Stephens Lehman Brothers Rubin, Baum, Levin, Arthur Andersen & Company
lambrecht & Quist Constart, Friedman & Bilzin

Robertson Stephens Montgomery Securities Testa Hurwitz Thibeault Arthur Andersen & Company

irst Albany
National Securities Kaye, Scholer, Fierman, Defoitte & Touche

Hayes & Handler

.G, Bradford Oppenheimer Melson, Mullins, Riley & Arthur Andersen & Cempany
Scarborough
Smith Barmey Inc. Robert W. Baird & Co. Holland & Kriight Defoitte & Toushe

Donaldson, Lufkin & Jenrette

Smith Barney Inc. William Blair Sidley & Austin KPMG Peat Marwick
JP Morgan & Co. Inc.
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Offering Total § Value Market Value At
Industry Company Price Of Offering Time Of Offering Offering Date
Pers/Bus/Rep Sve Pegasus Systems 13.000 48,500,000 128,000,000 BB/9T
Pers/Bus/Rep Sve PeregrineSystemns. 9.000 20,700,000 136,800,000 /897
Pers/Bus/Rep Sve Peritus Software Services 16.000 56,000,000 249,300,000 7/2/97
Pers/Bus/Rep Svc Pervasive Software 10.000 40,000,000 131,000,000 ©/25/97
Pers/Bus/Rep Sve Precision Auto Care 9.000 22,000,000 45,000,000 11/6/87
Pers/Bus/Rep Sve Premier Research Wordwide 17.000 48,800,000 101,700,000 2/3/97
Pers/Bus/Rep Svc ProBusiness Secvices 11.000 27,500,000 44,300,000 9/19/97
Pers/Bus/Rep Sve PRT Group 13.000 59,800,000 188,800,000 11/20/87
Pers/Bus/Rep Sve PSW Technologies 9.000 25,700,000 75.600.000 6/5/97
Pers/Bus/Rep Sve QAD 15.000 86,300,000 120,000,000 B/6/97
Pers/Bus/Rep Sve Qualix Group 8.000 24,000.000 56,400,000 2M12/97
Pers/Bus/Rep Svc Radiant Systems 9.500 27,600,000 131,300,000 212197
Pers/Bus/Rep Sve. RealNetworks 12.500 37,500,000 56,800,000 11/21/97
Pers/Bus/Rep Svc Robocom Systems 6.500 9,800,000 22,300,000 B/26/97
Pers/Bus/Rep Sve RWD Technologies 13.000 29,000,000 179,500,000 BA19/97
Pers/Bus/Rep Sve SportsLine USA £.000 28,000,000 62,700,000 11/13/07
Pers/Bus/Rep Sve. SPR 16.000 41,800,000 129,100,000 10197
Pers/Bus/Rep Sve Staff Leasing 17.000 68,000,000 385,800,000 6/25/97
Pers/Bus/Rep Svc Syntel 11.000 33,000,000 275,000,000 8/12/97

Source: Securities Data Co., Inc. {973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Investment Banking Firms
(Managers)

Hambrecht & Quist

UBS Securities

Montgomery Securities

Robertson Stephens

A. G. Edwards & Sons

Montgomery Securities

Robertson Stephens

Smith Baraey Inc,

Alex. Brown & Sons

Seith Barney inc.

Hambrecht & Quist

Alex. Brown & Sons

Goldman, Sachs & Co.

Bluestone Capital Partners LP

Willam Blair

BancAmerica Robertson Stephens

Smith Barriey Inc.

Lehman Brothers

Hambrecht & Quist

Go-Managers

Montgomery Securities
Volpe Brown Whefan & Co

Oppenheimer

Wessels, Amold & Hendersan
H. C. Wainwright & Co,

UBS Securities
First Albany

Ferris, Baker Watts

Fuemen Selz Mager Dietz Birney
Genesis Merhantt Group Secs

Willam Blair
Doraldson, Lufkin & Jenrette
UBS Securities

Funk, Ziege! & Knoel

JP Margan & Co. Inc.

GCowen

Robertson Stephens.

Smitn Bamey Inc.

Smith Barney Inc.

Deutsche Morgan Grenfell
Robinson-Hurnphrey

BancAmerica Robertson Stephens
NationsBanc Montgomery Sec

Goleman & Gompany
Oscar Gruss & Son Inc.

Montgomery Securities

Coveen

NationsBanc Montgomery Sec

Robert W, Baird & Co.

Denaldson, Lufkin & Jenrette

Montgomery Securities

Prudential Securities
Robertson Stephens
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Legal Counsel (Company)

Locke, Purnell, Rain, Hanell

Wilson, Sonsini, Goodrich & Rosati

Hale, Dorr

Gunderson Dettrmer

Stough Villeneuve *

Miles & Stockbridge

Archer & Greiner

Wilson, Sensini, Goodrich

& Rosati

Skadden, Arps, Slate,

Meagher & Flom

Brobeck, Phieger, Harsison

Wilbank, Tweed. Hadley

& McCloy

Gunderson Dettmer
Stough Viseneuve
Frankiin & Hachi

Smith, Gambrell & Russe

Graham & James

Pryor, Cashman, Sherman & Flynn

Piper & Marbury

Greenberg, Traurig, Lioff
Rosen, Hoffman & Quentel

‘Wildman, Harrold, Allen,
Dixon & Modonnell

Powell, Goldstein, Frazer
& Nurphy

Dykema, Gossett,
Spencer, Goodnow & Trigg

Auditor

Price Waterhouse

Arthur Andersen & Company

Price Waterhouse

Ermst & Young

Franklin & Hachi

Ermst & Young

Arthur Andersen & Gompany

Ernst & Young

Emst & Young

Ermet & Yeung

KPMG Peat Manuick

Deloitte & Touchs

Arthur Andersen & Company

KPMG Peat Marwick

Emst & Young

Arthur Andersen & Company

Arthur Andersen & Commpany

Arthur Andersen & Company

Defoitte & Touche

Coopers & Lybrand



Industry Company

Pers/Bus/Rep Sve Syscornm International
Pers/Bus/Rep Svo Take-Two Interactive Software
Pers/Bus/fep Svc Tekgraf

Pers/Bus/Rep Svo Template Software
Pers/Bus/Rep Svo Tier Technologies
Pers/Bus/Rep S Trendwest Resorts
Pers/Bus/Rep Svo Trimeris

Pers/Bus/Rcp Sve TSl international Software
PersiBus/Rep Svo UBICS

Pers/Bus/Rep Svc Usweb

Pers/Bus/Rep Sve Vestcom International
Pers/Bus/Ren SvG Vision Twenty One
Radio/TV/Telecom @Entertainment

Radio/ TV Telecom Elestric Lightwave
Radio/TV/Teiecom Gilat Gommunications
Radio/TV/Telecom inova

Radio/TV/Telecom ridium Waorld Communications
Redio/TV/Telecom Medialink Worldwide Inc
Radio/TV/Felecom MetroNet Communications
Radio/TV/Telesom Microcell Telecommunications

Source: Securities Data Co., Inc. (973) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaqg Stack Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

5.000
5.000

000
16.000

8.500
18.000
12.000

9.000
10.000

7.500
13.000
10.000
21.000
16.000

8500
13.000
20,000

9.000

16.230

10.925

112

Total $ Value
of Offering

6,300.000
8,000,000

12,600,000
33,600,000
28,900,000
51,800,000
33,000,000

38,000,000
20,000,000
37,500,000
50,100,000

21,000,000
99,500,000
128,000,000
21,300,000
35,800,000
240,000,000
18,000,000

121,700,000

160,400,000

Market Value At
Time Of Offering

22,100,000

38,000,000

32,600,000

90,000,000

70,900,000

215,400,000

46,100,000

81,500,000

86,000,000

134,600,000

101,000,000

81,800,000

597,400,000

786,600,000

78,000,000

161,100,000

264,000,000

45,400,000

377,700,000

504,200,000

Offering Date

817497

4714197

1111097

1/29/97

1201797

8/14/97

10/7/97

71097

10/30/97

12/5/97

7/30/97

ar18/97

7130197

11/24/97

12/4/97

83197

6/9/97

1/29/97

120397

1077/97



Investment Banking Firms
{Managers) Co-Managers

Commonwealth Associates

Whale Securities.

D. K. Blair Investment Banking

Volpe, Welty & Compary Piper, Jaffray Inc

Adarms, Harness & Hill NationsBanc Montgomery Sec
Mortgormery Securities Salomon Brothers

UBS Securities NationsBanc Montgomery Sec
BancAmerica Robertson Stephens Soundview Financizl Group, Inc.

Wessels, Amold & Henderson

ParkerHunter Seott & Swingfellow

Harbrecht & Quist Donaldson, Lufkin & Jenrette
Wessels, Amnold & Henderson
First Albary

Oppenheimer Prudential Seaurties

Prudential Securities Wheat First Butcher & Singer

Goldsnan, Sachs & Go. Merri Lynch & Co.

tehman Brothers Mertill Lynch & Co.

Morgan Stanley Dean Witter
Deutsche iorgan Grenfell

GIBC Oppenheimer Lehman Brothers
Satomon Smith Barney

UBS Securities Hambrecht & Quist
Wessels, Amold & Henderson

Merrill Lynch & Co. Donaldsoh, Lufkin & Jenrette
Goldman, Sachs & Go.

Deen Witter Reynolds Viheat, First Securities
Safomon Smith Bamey Bear, Stearns
RBC Dorninion Securities Goldman, Sachs & Co.

TD Securities Inc

Merill Lynch & Co. Bear, Steams
Nesbitt Bums Securities Donaldson, Lufkin & Jenrette
Goldinan, Sachs & Co.

174

Legal Counset (Company)

Ruskin, Moscou, Evans &
Faltischek

Greenberg, Traurig, Hofiman,
Lipoff, Rosen & Quentel

Bachner. Tally, Polevoy & Misher
Hunton & Williarms

Farella, Braun, & Martel

Foster Pepper & Shefelman
Hutchison & Mason

Fenwick & West

Gohen & Grigsby

Wilson, Sonsini, Goodrich & Rosati

Lowenstein, Sandler,
Kohl, Eisher & Boylan

Shuraker, Loop & Kendrick
Baker & MckKenzie

Winthrop, Stimson,
Putnam & Roberts

Skadden. Arps, Slate,
seagher & Flom
Graham & Jarmes
Sullivan & Cromuell
Tashik, Kreutzer &
Goldwyn P.G.

Osler, Hoskin & Harcourt

Winthrop, Stimsan,
Putnam & Roberts

113

Auditer

Albrecht Viggiano Zureck & Go.

Coopers & Lybrand

Coopers & Lybrand

Goopers & Lybrand

Emst & Young

KPMG Peat Manwick

KPMG Peat Manwick

KPMG Peat Marvick

Arthur Andersen & Company

Price Waterhouse

Emst & Young

KPMG Peat Manwick

KPMG Peat Marwick

Kesseiman & Keselman

KPMG Peat Manwick

KPMG Peat Marwick

KPMG Peat Marwick

KPMG Peat Marwick



Industry

Radio/TV/Telecom

Radio/TV/Telecom

Real Estate

REIT

Restaurant/Hotel

Sestaurani/Hotel

Restaurant/Hotel

Restaurant/Hotel

Restaurant/Hotel

Restaurant/Hotel

Retail

Retail

Retail

Retail

Retail

Retal

Retail

Company

Sky Network Television

Teligent

Saxton

Vistana

Gaptec Net Lease Realty

Ocwen Asset Investment

BridgeStreet Accommodations.

ExecuStay

Friendly Ice Cream

Il Fornaio Gorp

Star Buffet

Total Entertainment Restaurant

Barbegues Galore

Big Dog Holdings

Children's Place Retail Store

Goldwater Gresk

Guitar Center

Holt's Cigar Holdings

Kids Stuff

Source: Securities Data Co., Inc. (873) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

14.370

21,500

8250
12.000

18.000

16.000
9.000
10.000

18.000
11.000
12.000

2.000

11.000

14.000

14.000

15.000

15.000

11.000

6.000

114

Total $ Value
OF Offering

81,200,000

118,300,000

18,800.000
66,600,000

144,000,000

240,000,000
23,500,000
26,500,000

90,000,000

16,500,000

36,000,000

18.900.000

18,700,000

56,000,000

56,000,000

37,500,000

01,300,000

19,300,000

3,600,000

Market Value At
Time Of Offering

510,800,000

+,281,000,000

62,900,000

225,600,000

161,800,000

270,000,000

4,600,000

64,000,000

90.000,000

29,400,000

64,300,000

90,900,000

36,900,000

181,400,000

235,300,000

148,200,000

165,600,000

63,500,000

25,800,000

Offering Date

12/8/37

152197

&/24/97

202797

11713/97

5/14/97

9/24/97

812797

1141497

9r1e/97

0/24/97

77497

117197

25/07

9/18/97

1/28/87

31307

11/24/97

/2797



Investment Banking Firms
(Managers)

Goldman, Sachs & Co.

Merrill Lynch & Co,
Salomon Brothers

Ladenburg. Thaimann

Montgomery Securities

CS First Boston

Friedman, Bilings, Ramsay & Co

Legg Mason Wood Valker

A, G. Edwards & Sons

NationsBang Montgomery Sec

Montgomery Securities

Fauitable Securities.

Mongomery Securities.

JP hiorgan & Go. Inc.

Robertson Stephens.

NationsBanc Montgomery Sec

Montgomery Securities

Goldman, Sachs & Co.

Prudential Securities.

VTR Capital, Inc

Co-Managers

Goldman, Sachs & Co.

Bear, Stearns
Goldman, Sachs & Co.

Sifel. Nicolaus

Smith Bamey Inc.

Bear, Steams

Prudential Securties

MoDonaid & Gompany Securities
Piper, Jaffray Inc

EVEREN Securities

MoDonalki & Gorpany Securties

Equitable Securities

Piper, Jatfray Inc
Tucker Anthony

BT Alex. Brown

EVEREN Securities
Cruttenden Roth Inc.

SBC Warbarg Diton Read

Harrrecht & Quist
Nesdham

Denaldson, Lufkin & Jervette
Smith Bamey Inc.

Legg Mason Wood Walker
Montgomery Securitics

Williarm Blair
Donaldson, Lufkin & Jenrette
Mantgormery Securities

Chase Securities
Dain Bosworth

Janney Montgomery Scott

176

Legal Counsel (Company)
Sullivan & Cromwefi

Skadden, Arps, Slate,
Meagher & Flom

Hughes HuBbard & Resd
Neal, Gerber & Eisenberg

Faker & Hostetler

Hurtton & Williams
Nutter. Mclennen & Fish
Dorsey & Whitney

Choate, Hall & Stewart

Cooley, Godward, Castro,
Huddleson & Tatum

Stradiing, Yocea, Garlson
&Rauth

Olshan Grundran Frome:
& Rosenzweig

Brobeck, Phleger, Harrison

Kimball & Weiner LLP

Stroock & Stroock &
Lavan

Brobeck. Phleger, Harmison

Latham & Watkins

Fox, Rotnsciille, O'Brien
& Frankel

Hornisby, Sacher, Zelman
& Stanton PA.

15

Auditor

Price Waterhouse

Ermst & Young

KPMG Peat Marvick

KPMG Peat Marwick

Coopers & Lybrand

Price Waterhouse

Arthur Andersan & Company

Grant Thornton

Arthur Andersen & Gampany

Deloitte & Touche

KPMG Peat Maruick

Ernst & Young

Horwath Sydney Parmership

Deloitte & Touche

Arthur Andersen & Company

Arthur Andersen & Company

KPMG Peat Marwick

Price Waterhouse

Hausser & Taylor



Industry

Retail

Retail

Retail

Retail

Retail

S&LThrift

S&UThrift

S&LThrift

saLThritt

SaUThrift

S&LThift

S&UThift

S&L/Thrift

S8L/Thrift

SeLThrift

S&UThift

S&UThrif

SaLThrift

SaUThritt

SBLThritt

Senitation

Sanitation

Telephone Commun

Company

Let's Talk Cellular & Wireless

ONSALE

Paper Warehouse

Track 'n Trail

US Vision

Ermpire Federal Bancorp, Ine.

First Security Fed Financial, Inc.

First Bank Cor

First Spartan Financial Corp.

Flagstar Bancorp

Greater Gommurity Bancorp

GSB Financial Corporation

Harmiton Bancorp

Life Financial, CA

NewSouth Bancorp, tne.

Oregon Trail Financial Gorporation

Peoples Home Savings Bank

Peoples-Sidney Financial Gorporation

Roslyn Bancorp, Inc.

Warwick Gommnity Bancorp

Casella Waste Managemont

Waste Industries.

Bel Canada International

Source: Securities Data Co., Inc. {973) 622-3100 and Disclosure.

Exciudes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Offering
Price

12.000

6.000
7.500

10.500

9.000
10.000
10.000
10.000
20.000
13.000
25.000
10.000

45.500

11.000
15.000
10.000
10.000
10.000
10,000
10,000

18.000
12.500

16.300

116

Total § Value
Of Offering

28,000,000

15,000,000
13,300,000

28,600,000

22,500,000
25,920,000
64,080,000

198,375.000
56,950,000
85,000,000
20,000,000

1,445,000

37,200,000

31,800,000
43,642,500
46,948,750
12,420,000
55,000,000

436,424,590
64,141,250

72,000,000

29,000,000

293,400,000

Market Value At
Time Of Offering

97.100,000

88,100,000

29,900,000

71.800,000

45,000,000

25,900,000

21,100,000

12,700,000

56,900,000

174,800,000

47,100,000

14,400,000

126,800,000

57,200,000

43,500,000

30,100,000

12,400,000

122,700,000

436,400,000

64,100,000

174,200,000

51,300,000

1.017.500,000

Offering Date

11/24/97

41707

11724197

10/10/97

12/97

1427697

10131797

712657

719/97

2/30/97

/20697

716497

3/25/97

6/24/97

48497

10/6/97

71197

4/28/97

131587

12/28/97

10/28/97

6/13/97

9/20/97



Investment Banking Firms.

{Managers) Go-Managers
Merrill Lynch & Co. Salomon Brothers
Montgomery Securities Atex. Brown & Sons

Dain Bosworth

BT Alex. Brown A G. Edwards & Sons
Ladenburg, Thalmann

Salomon Smith Barney

Janney Montgomery Scott

Charles Webi & Company

Friedman, Bilings, Ramsey & Go.

Sandler O'Naill & Partriers, LLP

Trident Securities, Inc.

Lehman Srothers PaineWobber « Roney & Co.

Advest, Inc.

Capital Resources, Inc.

Oppenneimer NatWest Securities

Keafe, Bruyette & Woods

Trident Securities

Charles Webl & Company

Capital Resource, Inc.

Gharles Webb & Company

Sandler O'Neil & Partners, L.P,

Sandler O'Neill & Partners, LP,

Goldman, Sachs & Co. Donaidson. Lufkin & Jenette

Oppenheimer

Alex. Brown & Sons Deutsche Morgan Grenfel

Goldman. Sachs & Co. Nesbitt Burns nc.
QBC Dorminion Securities
CS First Boston
Midland Wabsyn

GIBG Wood Gundy Securities

Scotia Capital Markets (USA]
TD Securities Inc.

JP Morgan & Go. Inc.

Nesbitt Buras Inc.

178

Legal Gounsel (Company)

Greenberg, Traurig, Hoffman,
Lipoff, Rosen & Quentel

Fernick & West
Masion Edelman Borman & Brand

Piisbury, Madison & Sutra

Sayles Lidjl & Gasterline

Breyer & Aguggia

Silver, Freedman & Taf, LLP

Breyer & Aquggia

Breyer & Aguggia

Reinhart, Boerner, Van Duren, Norris
Maliza, Spici, Sloane, Fisch, P.C.
Serchuk & Zelermeyer

Greenberg, Traurig, Hoffran,
Lipoff, Rosen & Quentet

Muldoon, Murphy & Faucette

Housley Goldberg, Kantarian & Bronstein, PG
Breyer & Aguggia

Maliza, Spidi, Stoane, Fisch, P.C.

Silver. Freedman & Taff

Muidoon, Murphy & Faucstts

Thacher Profiitt & Wood

Hale, Dorr
Wyrick, Robbins, Yates & Panton

Davie Polk & Wardwell

117

Auditor

Ermst & Young

Price Watethouse

KPMG Peat Marwick

Goopers & Lybrand

Emst & Young

KPMG Peat Marwick

Crowe, Chizek & Company

BDO Seidman, LLP

Deloitte & Youche LLP

Grant Thomton

Grant Thornton

Nugent & Haeussler, P.C.

Deloitte & Touche

Price Waterhouse

Coopers & Lyorang.

Deloitte & Touche

Snodgrass

Crowe, Chizek & Company

KPMG Peat Marwick, LLP

Arthur Andersen & Company

Arthur Andersen & Company

Deloitte & Touche



179

Offering Total $ Value Market Value At

Industry Company Price Of Offering Time Of Offering Offering Date
Telephone Gommun Congentric Networi +2.000 51,600,000 68,300,000 /97
Telephone Commun Energis 23.890 358,400,000 5,043,700,000 12/9/97
Telephone Commun Esprit Telecom Group 12.000 57,000,000 205,800,000 2021/97
Telephone Commun lonica Group 19.570 260,900,000 2,485,200,000 718597
Teiephone Commun ITC Delacom 16.500 82,500,000 398,100,000 10/23/97
Telephone Commun Metromedia Fiber Network 16.000 126,700,000 278,800,000 10/28/97
Telephone Commun NACT Telecommunications 10.000 30,000,000 81,100.000 2/26/97
Telephone Commun NextLink Communications 17.000 258.400,00C 821,800,000

Telephone Commun Quwest Communications 22,000 297,000,000 2,200,000,000 8/23/97
Telephone Commur: RSL Commumications 22.000 158,400,000 173,000,000 '30/97
Teiephone Commun Star Telecommunications 9.000 36,000,000 132,000,000 B/12/87
Telephone Commun Startec Global Communications. 12.000 34,200.000 98,800,000 10/9/97
Telephone Commun Telegroup 10.000 40,000,000 302,100,000 7/9/97
Transportation Aramey International Limited 7.000 7,000,000 28,300,000 113/97
Transportation Carey Intemational 10.500 30,500,000 37,300,000 5/27197
Transportation GH Raobinson Worldwide 18.000 190,400,000 742,800,000 10/15/97
Transportation Fine Air Services 14.500 123,200,000 294,500,000 8/8/97

Saurece: Securities Data Co., lne. (973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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Investment Banking Firms
{Managers)

UBS Securities

Dresdner Kleinwort Benson

Lehman Brothers

SBG Warburg

Morgan Stanley Dean Witter

Salomon Brothers

Hambrecht & Quist

Salornon Brothers

Salomon Brothers

Goldman, Sachs & Co.

Hambrecht & Quist

Fercis, Baker Watts

Smith Barney Inc.

Commomvealth Associates

Montgomeny Securitias

BT Afex. Brown

Alex. Brown & Sons

Co-Managers

Unterberg Harts
Wheat First Buicher & Singer

Salomon Smith Bamey
UBS Securities

Donaldson, Lufkin & Jenrstte
HSSC Securities

Donaldson, Lufkin & Jenretts
JP Morgan & Co. Inc,

ABN AMRO Chicago Corp
SBC Warburg

Merrill Lyneh & Co.
J.G. Bradiord

Wheat First Butcher & Singer

Deutsche Morgan Gren‘el
onaldson, Lufkin & Jearette

Mentgomery Secarities
Herri Lynch & Co.

Bear, Stearns

Lazard Houses

Donaldson, Lufkin & Jenrette
Goldmar, Sachs & Co.

Merrill Lynch & Co.
Salomon Brathers

Mereill Lynch & Co
Morgan Stanley Dean Witter

SBG Warburg Dillon Reac

Alex. Brown & Sons

Boenning & Scattergood

Alex. Browr. & Sons Cowen

Ladenburg, Thalmari:

Morgan Stanley Dean Witter
Piper, Jafray inc

Bear, Steams
Dillon, Read

180

18

Legal Counsel (Company)

Wilson, Sonsini, Goodrich & Rosati

Sullivan & Cramwell

Shearman & Sterling

Latham & Watkins.

Hogan & Hartson

Paul, Weiss, Rifiind,
Wharton & Garrison

Qlshan Grundman Frome
Rosenzueig

Willie Far & Gallagher

Holme, Roberts & Owon

Rosenman & Golin

Gunderson Dettmer
Stough Villeneuve
Frankiin & Hachi

Shuiman, Rogers, Gaadal,
Pordy & Ecker

Swidler & Berlin

Orrick, Herington & Sutcliffe

Nutter, Mcclennen & Fish

Dorsey & Whitney

Greenberg, Traurig, Hoffman,
Lipoff, Rosen & Quentsl

Auditor

Emst & Young

Coopers & Lybrand

Price Waterhouse

Arthur Andersen & Company

Arthur Andersen & Comoany

Ermst & Young

KPMG Peat Marwicki

Arthur Ancersen & Company

KPMG Peat Marwick

Deloitte & Tauche

Arthur Andersen & Company

Arthur Andersen & Compary

KPMG Peat Manvick

Arthur Andersen & Company

Coopers & L ybrand

Arthur Andersen & Company

Coopers & Lybrand
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Offering Total $ Value Market Value At
Industry Company Price Of Offering Time Of Offering Offering Date
Teansportation International Total Services 11.250 31,800,000 70,300,000 ar19/97
Transportation Jevic Trensportation 15.000 57,000,000 159,900,000 1007/97
Transportation Knightsbridge Tankers 20.000 280,000,000 300,000,000 2/8/97
Transportation Midweay Airlines 15,560 65,100,000 69,500,000 1274197
Transportation Motar Cargo Industries 12.000 26,800,000 83,600,000 /24097
Transportation Preview Travel 11,000 27,500,000 128,200,000 1119/97
Transportation Ryanair Holdings 14730 159,600,000 405,100,000 s/29/97
Transportation Trailer Bridge 10.000 27,000,000 93,700,000 7723/97
Transportation Travel Services International 14.000 35,000,000 117.700,000 772297
Transportation Virgin Express Holdings 15.000 96,300,000 140,900,000 117:3/87
Wholesale 800-JR Gigar 17.000 51,000,000 209,100,000 6/26/97
Wholesale A£G Moore Arts & Crafts 15.000 40,500,000 105,000,000 10/9/87
Whotesale Allster Systerns 6000 10,600,000 25,000.000 17197
Wholesale AVTEAM 8500 38,300,000 71,100,000 10/30/97
Wholesale Brass Eagle 11,000 25,000,000 100,700,000 11726097
wWholesale DSl Toys 8000 24,000,000 48,000,000 5/28/97
Wrolesale Dunn Computer Corporation 5.000 5,000,000 25,000,000 4121197
Wholesale Home Security International 10.000 24,000,000 50,000,000 715/87
Wholesale Innavative Valve Technologies 13.000 43,600,000 95,100,000 1022197
Wholesale WL Gommunications 6.000 700,000 22,100,000 6/12/97
Wholesale Jenna Lane 5.000 5,000,000 21,000,000 /20197

Souree: Securities Data Co., Inc. {973) 622-3100 and Disclosure.
Excludes closed-end funds.

The Nasdag Stock Market and the NASD do not guarantes the accuracy or completeness of these lists and will not be liable for any error they may contain.
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investment Banking Firms
{Managers)

MoDonald & Company Securities

BT Alex. Brown

Goldman, Sachs & Co.
Lazard Freres & Co

Morgan Stanley Dean Witter

Morgan Keegan

Hambrecht & Quist

horgan Stanley

Alex. Brown & Sors

Montgomery Securities.

Merril Lynch & Co.

Wheat First Butcher & Singer

BT Alex. Brown

Sutro

S First Boston

McDonald & Gompany Secrities

Tucker Anthony

Netwark 1 Financial Securities

National Securities

NationsBanc Montgomery Sec

Cruttenden Roth inc.

Walsh Manning Securities, Inc.

Co-Managers

Morgan Keegan

Willarn Blair
Schroder & Co. In.

Paine\icbber
Golaman Sachs Intl Ltd
Lazard Capital Markets
Hobinson-Humphrey

Furman Seiz LLG
NationsBanc Montgomery Sec
CS First Roston

Robinson-Humphrey
Morgan Stanley International

Furman Selz LLG.

CS First Boston
Salomon Brothers
Merrill Lynch & Co,

J.C. Bradfore

Jarney Montgorery Scott

Cruttenden Roth In,

SBG Warburg Dillon Read

Dain Bosworth

Sutro

Nolan Securities Gorp.

Furman Selz LLG
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Legal Counsel {Company)

Baker & Hostetier

Pepper, Hamilton &
Scheetz

Seward & Kissel

Fulbright & Jaworski

Van Cott, Bagley, & Gornwall

Venture Law Group

Cleary, Gottlisb, Stean &
Hamiton

Foley & Lardner

Akin, Gump, Strauss,
Hauer & Fela

Davis Pols & Wardhell

Morgan, | ewis & Bociius

Blank, Rome, Gornisky &
Mogauley

Porter & Hedges

Baker & Mckenzie

Friday, Eldredge & Clark.

Thompson & Kright

Gersten, Savage,
Kaplowitz & Gurtin

D'ancona & Pflaum

Baker, Botts

WMunseh Hardt Kopt Harr & Dinan PG

Individual Laveyer

Auditor

Grant Thormton

Arthur Andersen & Company

Deloitte & Touche

Ermst & Young

Grani Thornton

Coopers & Lybrand

KPMG Peat Marvick

Deloitte & Touche

Arthur Andersen & Company

KPMG Peat Marwick

Ernst & Young

Price Waterhouse

Deloitte & Touche

Emst & Young

Growe Chizek & Company

Price Waterhouse

Frmst & Young

Asthur Anclersen & Company

Adhur Andersen & Gompany

KPMG Poat Marvick

Edhward Isaacs & Co.



Industry

Wholesale

Wholesale

‘iholesale

Wholesale

Whelesale

Wholesale

holesale

Wholesaie

Company

Novamerican Steel

Prioity Healthoare

Somnus Medical Tecanologies

Toymax International

USA Floral Products

Valiey National Gases

White Cap Industries

World of Science

Source: Securities Data Co., Inc. (873) 622-3100 and Disclosure.

Excludes closed-end funds.

The Nasdaq Stock Market and the NASD do not guarantee the accuracy or completeness of these lists and will not be liable for any error they may contain.
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ftering
Price

14.000

2500

3.000

8.000

18.000

6.000

Total $ Value

Of Offering

30,800,000

29,000,000

42,000,000

23,000,000

65,000,000

16,000,000

72,000,000

14,700,000

Market Value At

Time Of Offering

135,800,000

28,000,000

71,600,000

86,700,000

165,606,000

71,300,000

185.200.000

30,100.000

Offering Date

10/30/97

10/24/97

11/8/97

1012097

10/9/97

ar 087

10/22/97

718197



Investment Banking Firms

(Managers)

Salomon Brothers

Rayron James & Associates

JP Morgan & Co. Inc.

Fahnestock

Morgan Stanley Dean Witter

A, G, Edwards & Sons

Donaldson, Lufkin & Jenrette

A G. Edwards & Sons

Co-Managers

Prudential Securities

Wheat First Butcher & Singer

UBS Securities
Smith Barmey Inc.

Wedsush, Noble, Cooke

BancAmerica Raberison Stephens
Smith Bamey Inc.

Oppenneimer

BancAmerica Robertson Stephans

Raymond James & Associates
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Legal Gounsel {Gompany)

Sullivan Worcester

Baker & Danels

Wilson, Sonsini, Goodrich
& Posati

Baer Marks & Upham

Morgan, Lewis & Backius

Bryan, Cave, McPhesters & McRoberts

Kirkland & Elis

Harris Beach & Wilcox

Auditor

Grant Thomton

Price Waterhouse

Emst & Young

8DO - Ssidman

Price Waterhouse

Arthur Andersen & Compan

Arthur Andersen & Company

KPMG Peat Marwick
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Annual Share Volume
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Mr. Chairman, it is my privilege to meet with you and Members of the Committee on Small

Business. I am pleased to discuss today what I see as a critical issue for many businesses — the decision to
go public.

During the 1990s, the U.S. economy and U.S. equity capital markets have experienced remarkable

growth. In 1990 GDP was $6.2 trillion dollars, and by the end of 1998 GDP had reached $7.7 trillion.
Even more staggering, U.S. Equity Market Capitalization has increased from $3.1 trillion in 1990 (32.5%
of World Market Capitalization) to $13.5 trillion in 1998 (49.0% of World Market Capitalization).

US Equity Market Growth
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Source: IFC

Technology is the driver of the New Economy and IPOs have been the fuel. Since 1990, over

5,000 IPOs in the US have been completed raising $327 billion. During this period, over 15 million new

jobs were created in the United States, many from new companies that didn’t even exist the decade prior.

Venture capital has also provided significant funding for new companies with $122 billion invested in the
1990’s, $34.5 billion for technology alone.

GDP / US Market Cap
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IPO Capital Raised
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Personal computers — PCs — are the automobiles of the 1990°s. The difference is that every year

PCs get cheaper, faster and better. Information technology (IT) has become so vital to a company’s success

that IT spending has grown from approximately 5% of capital expenditures in 1970 to nearly 50% today.

Providing additional demand for equities in general and IPOs in particular is the significant
“demand imbalance” for equities that has been created in the U.S. capital markets. While a significant
$875 billion of “supply” (IPOs and secondary offerings) has been underwritten by Wall Street during the
1990’s, the demand created by cash inflows to equity mutual funds, corporate stock buybacks and cash
M&A transactions was 3x greater - $2.8 trillion. With the aging baby boomers saving for retirement, this
should continue to generate net demand for equities for the next 10-15 years.
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Fundamental to the prosperous times we’ve experienced in the new economy is its entrepreneurial
spirit. The new economy embraces risk taking, encourages growth and views stock ownership and options
as a critical motivator to attract and retain employees. Given that the new economy is propelled by human
capital, not physical capital, attracting and obtaining talent is critical to a company’s ability to compete.
Moreover, the capital requirements of many high technology businesses can be substantial and may require
public funding. Hence, a company may have enhanced opportunities for success if it becomes a public
company.

Leading venture capitalist John Doerr summarizes these trends through the following comparison
of the “0ld” economy and the “new” economy.

Table: “Old” Economy versus “New” Economy

Old Economy New Economy
Labor vs. Management Teams

Business vs. Environment Encourage Growth
Security Risk Taking
Monopolies Competition

Job Preservation Job Creation

Wages Ownership, Options
Plant, Equipment Intellectual Property
National Global

Status Quo Speed, Change
Standardization Custom, Choice
Top-Down Distribution
Hierarchical Networked
Regulation Pub/Private Partners
Zero Sum ‘Win Win

Sues Invests

Standing Still Moving Ahead

Source: John Doerr, Kleiner, Perkins, Caufield & Byers

Given the perceived benefits of being a public company, more companies are going public earlier
than ever before. For example, in 1990 and 1991, 589 companies went public, of which 29% were losing
money. From 1998 to today, 779 companies went public, of which 57% were losing money. One reason
for this trend is that the expectation for future growth or earnings for many of these companies is
substantial despite their current losses. This being said, “being public” is for a long time; and being public,
but not performing how a public company is expected to perform, is a recipe for disaster that can lead to
fatality. Hence, with the Dow over 10,000 and 3x demand imbalance for equities, the question for many
companies is not if one can go public (many can) but whether one should go public.

The key attributes for success (stock appreciation) in the public markets are long term earnings
growth and performance against expectations. Thus, it’s our view that companies need to be able to
demonstrate a business model that can sustain high earnings growth and achieve results above conservative
analysis. For an example of this, Starbucks Coffee went public in 1992 and was expected to achieve 27%
EPS growth. Starbucks delivered 37% EPS growth per year and its stock appreciated 45% per year as a
result. In fact, $1 invested in Starbucks at its IPO is worth nearly $16 today. Starbucks, in a very new
economy way, gives stock options to all of its employees including part-timers (Beanstock Programy).

Apollo Group, which owns the largest private university in the United States, had investor
expectations of 25% earnings growth. Apollo delivered nearly 50% earnings growth per year and $1
invested in Apollo Group’s IPO in December 1994 is worth approximately $22 today.

For an Internet example of how the “under promise-over deliver” strategy works for companies
that don’t make profits, Amazon.com had Wall Street revenue expectations of approximately 70% growth.
It achieved 349% growth and $1 invested in Amazon.com in its May 1997 IPO is worth approximately $60
today.
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Starbucks Performance: IPO to. June 30, 1999

Starbucks Corp retails, roasts and provides its ewn brand of specialty coffee. The Company operates over 1,688
retail stores in North America, the United Kingdom and the Pacific Rim. Starbucks also produces and sells
bottled coffee drinks and a line of ice creams.
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Apollo Performance: January 1, 1995 to June 30, 1999

University of Phoenix (UOP), a subsidiary of Apollo Group, is the largest private university in the United States
and one of the first pioneers to explore the new world of distributed learning. UOP has the largest distributed
learning program with more than 9,000 students enrolled and more than 5,000 online.
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Amazon.com Performance: IPO to June 30, 1999

Amazon.com offers more than 4.7 million books, music CDs, video, DVD, computer games and other titles.
Since opening for business as "Earth’s Biggest Bookstore” in July 1995, the website has quickly expanded
into 2 number of other product areas, enabling the site to become one of the most widely known, used and
cited commerce sites on the World Wide Web.

§226 .00
5194.00
Key Growth Statistics
$162.00 Estimated Revenue Growth @
Revenue Growth IPO-1998 (CAGR) @
$130.00 Stock Appreciation IPO 5/15/97-6/30/99 (CAGR)
598.00
$66.00
$34.00
$2.00

05/15/ 1997 08/ 08/ 1997 10/ 31/1997 01/ 28/ 1998 04723/ 1998 07/17/ 1998 10/ 09/ 1998 01/ 05/ 1999 03/31/1999 06/24/ 1999

Source: FactSet



193

As we believe earnings growth is the key contributor to public company stock performance, we have
developed a framework to identify companies that have the essential attributes from which to generate
superior earnings growth. This framework reflects our belief that there are certain characteristics that are
the key fundamentals inherent in every long-term successful public equity. To this end we focus on four
principles of growth stock investing, or the Four P’s.

e  People — A principal variable in an investor’s investment equation focuses on the people running the
business. There is no shortage of interesting business ideas; the ability to execute is the key. Many
growth companies do not have long histories, but their managements all do.

Whether in a country, a company or even a sports team, one “world-class” individual with vision and
leadership skills often makes the difference. Wal-Mart, EDS, Disney, and Home Depot are but a few
examples of the truly great business success stories that were largely the result of the dreams, skills and
leadership of one entrepreneur: Sam Walton, Ross Perot, Michael Eisner and Bemie Marcus,
respectively. Surrounding a talented CEO with an experienced management team is crucial for a
company’s success in the public market.

e Products — Investors search for companies with leadership positions within their industries,
proprietary products, services or niches that set them apart from the competition or better yet, a “one-
of-a-kind” business that has no real competition. A company wants a “claim to fame,” something that
makes them special or great.

e Potential — Investors want to find companies with a meaningful market potential — smaller companies
that can become big ones. “Open-ended” growth stories, where there is great potential to expand, are
especially attractive. There are a sumber of interesting little growth companies clipping along that will
remain small because of their managements, or the potential size of their markets. A leading company
with $50 million in revenue participating in a market opportunity of a couple billion dollars will attract
investors’ attention a lot sooner than a company with $500 million in revenue in a $1 billion market
(unless they believe that market can grow very quickly).

Investors look for themes that reflect changes taking place in society, politics and economics that can
provide meaningful opportunities if they are identified early enough. For example, we believe the
“education revolution” is a very big idea, as are “global capitalism,” “outsourcing” and “the aging of
America.” Because of the scope and likely longevity of these themes, they should be viewed as mega-
trends that could provide investors with long-term growth opportunities. A company that provides
unique and effective solutions to a large problem offers the classic recipe for an investment
opportunity and is therefore of utmost interest to investors.

4——  Growth Sectors of the E: >

Globalization

Consolidation

The Internet

Demographics

4—— Megatrends ——»

Source: Merrill Lynch Research
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¢  Predictability - Investors look for companies with predictable and growing streams of recurring
revenue and visible business models that ensure attractive operating margins. Sustainable competitive
advantages, including barriers to entry, economies of scale and scope, an industry leadership position
and proprietary technology are the keys to predictable success.

How Do You Identify Great Public Companies?

Potential Predictability

In summary, an IPO and being a public company can have tremendous benefits for the issuing
business. Moreover, in the new economnty, broad employee ownership and stock options are a competitive
necessity to attract and retain the most talented workers in certain industries. The U.S. Capital Markets
have provided and are likely to continue to provide funding and liquidity for promising enterprises.
Crucial to maintaining this support, markets need to remain open and equitable, and companies need to
correctly assess the costs and benefits of being a public company.
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Prepared Testimony of Mr. Keith D. Ellison
Interim Director, Wharton Small Business Development Center

Committee on Small Business
Subcommittee on Government Programs and Oversight
U.S. House of Representatives

October 14, 1999

Good morning Chairman Bartlett, Congressman Davis and other members of the
Subcommittee. My name is Keith Ellison and I am the Interim Director of the Wharton
Small Business Development Center (SBDC), a unit of the Sol C. Snider Entrepreneurial
Research Center at the Wharton School, University of Pennsylvania. Thank you for
inviting me here to discuss the process of “going public” and selling securities on a stock
exchange.

The Wharton SBDC’s mission is to provide management consulting and training to
emerging businesses in southeastern Pennsylvania, consistent with the goals of 1,000
other SBDC’s that compose the Association of Small Business Development Centers
(ASBDC). Our work at Wharton has led to several successful initial public offerings
(IPOs); most notably CDNOW, the nation’s leading e-commerce business in the music
industry.

It is my understanding that the Subcommittee is open to finding ways to improve or
expand federally funded information sources and assistance. More specifically, your
objective is to establish procedures that make going public easier for an entrepreneur of a
small business.

In the interest of time and staying with the core of the matter, [ will not elaborate on the
details of every step of the IPO process; nor will I cover any post-IPO activities. Instead,
I will give my definition of a successful offering, briefly list reasons why entrepreneurs
decide to take the IPO route and summarize the process. More important, I will highlight
three common barriers to small business owners. Finally, I will offer ideas that will
hopefully lead to solutions to help entrepreneurs in the process.

DEFINING SUCCESS

Before we can talk about going public and ways of relaxing barriers, we must establish a
clear, common definition of what is considered a successful public offering. Success
means different things to different people. For instance, to an investment banker (the
underwriter) success means buying a block of a company’s shares at a price lower than
its fair value and selling all of them to the public at a premium. To a day trader, success
means buying the shares before the price spikes, due to the hype surrounding the
announcement of the IPO, then cashing out at the peak, perhaps a few weeks or months
later, reaping a substantial gain. To a “patient investor” — an institution or an individual,
who holds on to stock for several years — success means gaining a return that meets or
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exceeds their minimum desired return. To pre-IPO investors, such as family members,
friends, owners, wealthy individuals and venture capitalists, success has a myriad of
definitions. Finally, to outside professionals, who help the entrepreneur take the
company public, success means handsome commissions, legal fees, another reference
account, etc.

These examples, though simplified, illustrate an important point: an IPO often involves
divergent interest among participating parties. The most important party is the
company/entrepreneur, to whom success means planning and preparing for the IPO with
minimal cost and distraction from normal business duties; obtaining the desired amount
of capital by selling company shares and maintaining a high confidence-level among the
public-investor community by disclosing all aspects of the company.

WHY GO PUBLIC?

According to a 1985 study by Dr. John E. Young of the University of Colorado, who
surveyed 562 companies that went public between 1980 and 1984, there are two
fundamental reasons cited by CEOs: ongoing financing and stock-value appreciation.
Although the study was conducted nearly 15 years ago, its findings are consistent with
past and present informal studies. Ongoing financing is needed to raise capital to support
and sustain the growth of a company, i.e. purchase equipment necessary for production,
increase inventory, conduct research and expand operations, just to name a few.

James B. Arkebauer, noted authority, best explains stock-value appreciation on public
offerings. In Going Public. Every Thing You Need to Know to Take Your Company
Public, Including Internet Direct Public Offerings, Arkebauer states, “ The potential
monetary reward that an original investor — whether family member, friend, venture
capitalist, or, of course, corporate founder — can realize from the leveraged selling of a
company’s stock makes all other financial leverages seem like pocket change. Few legal
investments can beat the reward to be gained by an original investor from a successful
PO

THE PROCESS

The process of going public is rigorous, time consuming and complicated, to say the
least. The Securities Act of 1933 requires the registration of any form of securities sold to
the general public. The intention of the Act is to ensure a company discloses all its
business and financial information as well as the securities being offered, so that an
investor can make an informed decision. The disclosure must be presented in a carefully
and uniformly prepared document known as the prospectus. Any company that intends to
sell securities in interstate commerce or through the mail must disclose this information
by filing a registration statement and prospectus with the SEC. After review and
assessment of company’s compliance with SEC laws, and communication between the
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company and the SEC to ensure completeness and accuracy, the SEC approves the
offering. No company can sell securities without the SEC’s approval. There are a few
exemptions to this requirement, which are beyond the scope of this testimony.

In addition to SEC regulations, “blue-sky” laws (i.e. state laws that regulate the issuance
of securities) govern the process. In other words, a company must register, file and
follow the proper procedures of the regulatory bodies in each state where it sells
securities. Finally, the National Association of Securities Dealers (NASD) must also put
its stamp of approval on the offering. The NASD primarily examines the methods of
how the securities are sold, including dealer and underwriter commissions.

These regulatory bodies and their rules for filing and selling securities via an IPO outline
a road map for the entrepreneur who wants to go public. For all the right reasons — public
protection, enforcement of fraud, etc. — adhering to these rules is at the center of all the
barriers an entrepreneur will face.

BARRIER 1: ASSEMBLING THE IPO TEAM

Based upon the definition of a “successful public offering” mentioned earlier, the
entrepreneur first must assemble a team of professionals — the IPO team — who will aid in
the process from start to finish. The team should include the management of the
company, the board of directors, consultants, advisors, accountants, attorneys, financial
printers, a financial PR company and a transfer agent.

Composing a credible, experienced team with the right reputations and contacts presents
the first challenge or barrier for the entrepreneur. It starts with the officers of the
company. The degree each corporate officer has a reputable, proven track record of
success and relationships with key members in the financial community determines the
extent investors will be confident about the future of the company, regardless of having a
well thought-out business strategy. Savvy investors place a high value on who is running
the company. This applies to board members, too. Most entrepreneurs do not have
officers, board members or advisors with the contacts or track records needed to get
public investors excited, driving the demand of the stock upward. The underwriters and
other professionals know this. Hence, the entrepreneur has very little negotiating
leverage for commissions, fees and miscellaneous expenses the company incurs during
the process.

To emphasize my point about the importance of relationships and track record, Joseph
Segel, was well known on Wall Street when he took QVC, Inc. public in 1986. His prior
entrepreneurial success with The Franklin Mint opened the doors to a successful IPO,
with merely a business plan, and of course his reputation. There was no existing
company with sales, employees and financial statements. The start-up made history for
first full-fiscal-year sales by a new public company, with revenues of over $112 million.
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The Joe Segels of the world are rare. In fact, the normal capital matriculation, from start-
up to IPO, is as follows:

1. The entrepreneur uses his/her own savings and/or money from a friend or family
member (a “rich uncle”) to start the business;

2. The entrepreneur finds an angel investor (a high net-worth individual) or obtains an
SBA-backed or traditional business loan to get through the first couple of years of
operation; )

3. The entrepreneur goes to the venture capital community to take the business to the
next level;

4. The entreprencur takes the company public to gain continual access to capital and to
realize stock-value appreciation.

Step 3 is Wall Street’s natural screening mechanism of “unknown” entrepreneurs who
want to go public. The IPO market, along with mergers and acquisitions, is one of the
most common venture-investor exit strategies. These players want deals that have a high
chance of going public. An entrepreneur whose company makes it through the venture
capital level, with high returns, has earned his/her stripes and has met influential people
along the way. These influential people become officers, board members, underwriters,
attorneys and others who make up the IPO team.

One may ask, why not just follow steps 1 through 3, first? The answer to that question
would require another testimony. But a common concern among bankers, angels and
venture firms is consistent with that of the public investment community - who is running
the company?

BARRIER 2: EXCESSIVE COSTS

The second barrier to a successful IPO is the total costs incurred from meeting the strict
rules of the SEC and state regulatory agencies. The list of costly activities include due
diligence, audited financials, corporate clean-up, printing the prospectus and other
materials, filings, public relations and other unexpected expenses. Where do the funds
go? Toward legal and accounting fees, expense allowances, phone calls, entertainment,
meetings, advertising, etc. According to Jerry Maginnis of KPMG in Philadelphia, PA,
who worked with Joseph Segel on the QVC IPO, “Excluding underwriter commissions, it
is difficult for an entrepreneur to spend less than $0.5 million,” before wrapping up the
IPO.

BARRIER 3: CONTINUAL DISTRACTIONS

Intertwined with the financial cost of doing an IPO is the time and attention it takes, the
third barrier entrepreneurs face. According to Julie Munzinger of KPMG in Wilmington,
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DE, “The IPO process is so time consuming that it becomes a major distraction from
what is most important — running the business.”

For example, during the corporate clean-up stage, an entrepreneur must eliminate or fix
anything that would be difficult to explain to an outsider, including excessive owner
compensation, non-business assets appearing on the books, and payments to non-
employed relatives, to name a few. Even with legitimate business issues, the
entrepreneur must examine the merits of the company’s operations, structure and strategy
and consider making the necessary changes to increase investor confidence. The result
can lead to renegotiating existing contracts with customers and suppliers, hiring or firing
employees, selling a particular business unit, paying down debt, etc. Although in the
long run these steps may be good for the company, completing them in a short period can
be exhaustive. A rule of thumb is that an entrepreneur should begin planning at least 18
months prior to filing. This means 18 months of creative energy diverted from running
the business.

Communicating with the SEC through pre-filing conferences, comment/deficiency
letters, amendment submittals, etc., also can be an emotional drain and a time consuming
distraction.

Assembling a good team, incurring excessive costs and experiencing continual
distractions are three, among many, challenges and barriers an entrepreneur faces when
going public. However, the popularity of Internet start-ups and other high-tech outfits is
changing the rules on Wall Street. In the midst of this transition, more entrepreneurs see
an IPO as an enticing option. Therefore, now is the time to act.

AN EXPLORATORY IDEA

The barriers I have covered earlier are unavoidable. The benefit to the entrepreneur is
that they create an obstacle course that will help him/her fine-tune the company’s overall
operations and business strategy. However, the brunt of pain in assembling an IPO,
reducing expenses and minimizing distractjons need not be placed on the entrepreneur.

The role of SBDC’s and other federally funded, economic development entities is to help
early stage companies reach their milestones, e.g. starting businesses, growing sales,
increasing employment, etc. As stated by one of my MBA counselors at the Wharton
SBDC, Todd Jaquez-Fissori, “Our greatest impact in helping clients go public is in
educating them right from the start, by helping them set up the right internal controls,
early.”

Under the theme of starting early, I recommend that the Subcommittee commission an
official study examining all barriers and potential solutions during our period of change,
our global, technological revolution. Concurrently, I recommend the Subcommittee
provide ASBDC member-organizations with complimentary resources to help
entrepreneurs prepare to go public.
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Again, I thank you for allowing me the chance to share my thoughts. The timing of this
hearing could not be better for the Wharton SBDC. Our center is currently revising its
strategic plan. With our history of clients in southeastern Pennsylvania who have gone
public, we anticipate becoming a beacon to other entrepreneurs, nationwide.
Furthermore, we hope to continue to assist the Subcommittee in its quest for answers.
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Written Statement
By Mr. Mark Dankberg
President and Chief Executive Officer
ViaSat, Inc.
Carlsbad, California
Before the U.S. House of Representatives
Committee on Small Business
Subcommittee on Government Programs and Oversight
October 14, 1999

Thank you Mr. Chairman for inviting me to appear before your Subcommittee and providing the
opportunity to tell the story of my company, ViaSat, and how we have created nearly 400 new jobs in the
last 12 years.

ViaSat is a prototypical American success story. Steve Hart, Mark Miller and I founded the company in
“bootstrap” fashion - working out of a spare bedroom in my home. The company has grown to become a
leading provider of digital satellite and radio communications products for both defense and commercial
use.

ViaSat has increased its sales every year since inception. We have been profitable every year since 1987 —
after showing a slight loss in our first year.

Now headquartered in Carlsbad, CA, near San Diego, ViaSat employs nearly 400 people with sales in
excess of $70 million for the fiscal year ended Mar 31, 1999. Our economic impact is extended through a
network of subcontractors throughout the United States.

We progressed from a self-funded bootstrap start-up, to venture capital seed funding, followed by a
commercial bank line of credit, and then successfully completed an IPO in December, 1996. We are now
listed on the NASDAQ with the symbol; “VSAT”. Along the way, the company earned three appearances
on the Inc. 500 list of fastest growing private companies, and since going public has been cited twice each
by Business Week and Forbes magazines on their lists of fastest growing small public companies.

Our basic message is that we believe the US entrepreneurial environment is the best in the world, and that
our system works. The public and private resources available to entrepreneurs, combined with
commitment, dedication, hard work and at least a little good fortune offer real opportunities to live the
American dream of starting a company and taking it public. The government’s Small Business Innovation
Research (SBIR) program was especially valuable in helping to grow the company.

We at ViaSat greatly appreciate the opportunity to tell our story, relate our experiences, and offer our
perspective on going public in the current stock market environment.

We are a high technology company specializing in advanced digital communications products and systems.
Many, though not all, of our products involve ground equipment for satellite communications networks.
ViaSat serves customers around the world, including the US, Europe, Asia and Africa. A significant
majority of our business is defense communications oriented, though our fastest growing segment is
commercial satellite networking equipment and services.

Beginnings of the company

ViaSat was incorporated in California in May, 1986. The three founders had worked together as engineers
at Linkabit Corporation in San Diego prior to starting ViaSat and were each in the neighborhood of 30
years old at the time. T had experience managing a business area at Linkabit with about $35 million per year
in annual sales, so T became ViaSat’s CEO. Linkabit had been founded by Drs. Irwin Jacobs and Andrew .
Viterbi who also went on to form Qualcomm. Linkabit was itself a small, high tech start-up company until
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it was acquired by M/A-Com in 1980. Our experience at Linkabit served as a template for our own
company.

ViaSat was initially very thinly capitalized with less than $25,000 invested by the founders to incorporate
the company, acquire some Macintosh computers, and fund initial operations. Our first customers were
defense prime contractors who valued the founders® experience and expertise in military satellite
communications. We began with consulting contracts and teaming agreements that would lead to additional
business if our customers were successful in winning programs we were supporting.

We were able to obtain contracts worth about $75,000 within the first few weeks of operation. That allowed
us to begin earning salaries and accumulate some working capital. It also helped us close a transaction with
a venture capital partnership (Southern California Ventures) to raise $300,000 in seed funding by the end of
that first summer. The venture investors received preferred stock for approximately a 50% ownership stake.
Ultimately, this turned out to be an excellent investment for them, with a return of about 100-fold at the
time we went public ten years later. The founders felt that the equity investment was much less risky than
debt financing, and were also satisfied with the agreement.

The venture investment enabled us to lease office space, acquire additional computer hardware and
software, and begin hiring other employees. The venture investors agreed that the company would sell
additional shares of common stock to new employees as the company grew. The target was to have about
20% of the equity in the hands of new employees by the time the company had reached $15 million per
year in sales.

ViaSat intentionally adopted a bootstrap strategy that was based on squeezing maximum utility from our
equity capital. It affected virtually every aspect of our company. For instance:

e We decided to work with customers who placed value on having products (hardware and software)
designed and manufactured to their custom requirements. Those customers were willing to pay for product
research and development instead of requiring us to invest in our own R&D. While defense
communications and electronics was a natural fit for this model, we also earned a fair amount of
commercial hardware and software business with companies such as IBM and 3M. Of course, the
availability of the government’s SBIR program was a key factor in deciding to pursue this course.

¢ Our product manufacturing strategy was based on outsourcing electronic circuit card assembly to
“contract manufacturers”. Otherwise, electronic manufacturing equipment would have accounted for a
disproportionate amount of investment capital for our business model.

e The company was very focused on managing our available working capital. We worked closely with
both our customers and our suppliers to minimize cash working capital requirements. We worked either
directly with the government, or with highly credit worthy industrial customers. We were also very careful
in defining contractual delivery requirements and the associated payment schedules. We found the US
government to be a supportive customer, with favorable billing terms for small businesses and prompt
payments.

e We adopted a somewhat unconventional strategy of selling stock to employees, rather than the more
typical approach of simply granting stock options. We accomplished this through an application and permit
process with the California Department of Corporations. While this initially involved relatively modest
investments on the part of employees it was effective in several ways. Buying the stock with real cash
probably gave our employees a greater appreciation of its value. Plus, as the company grew in size and
value, we continually offered shares to new employees and additional shares to old timers. The associated
steady appreciation in stock value helped all employees clearly visualize the potential value of their work
and helped keep turnover extremely low — a real accomplishment in the hot San Diego high tech job
market. Plus it eventually resulted in a meaningful source of equity capital. Over the ten years between
inception and the IPO the company raised about $500,000 in sales of stock to employees. This source of
equity capital, along with careful cash flow management and eventual use of commercial bank credit,
helped avoid the need for additional outside equity capital, resulting in a greater share of equity for all the
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early investors. Of course, the success of the company meant that employees also earned an excellent return
on their investment.

During the start-up stages of the company, we did not undertake any debt financing. Given the small size of
the company, our relatively thin equity basis, and the relative inexperience of the founders, we could not
acquire any form of debt without personal guarantees from the founders. Given that we each already had
small children and large mortgages, we chose not to go that route — reinforcing our bootstrap strategy.

However, once we reached about $5 to $10 million per year in sales, we were able to negotiate a revolving
credit line secured by accounts receivable, as well as a capital equipment credit line — both without
requiring personal guarantees. These credit lines, offered by a local San Diego bank (Scripps Bank) were
pivotal in financing our growth up through the IPO.

1 should note that we always felt as if our capital strategy was always a matter of choice on our part. Atno
time did we ever feel “misunderstood” or “discriminated against” by potential equity investors or
commercial banks. We believe the financing strategy we elected was a reasonable choice based on our
investors’ and employees’ collective objectives, the business plan and strategy of the company, and prudent
decisions on the part of potential debt and/or equity investors. While, in retrospect, our capital choices
were good ones for us, there were clearly many, many different options we could have chosen as a private
company. This range of choices makes for a rich environment for start-ups with a variety of business
strategies.

One of the critical factors in our early history was the availability of sound advice from a number of
sources. In particular, a few years prior to starting the company I had been introduced to Dr. Jeffrey Nash,
founder and CEO of another San Diego start-up company, Verac.

Dr. Nash was extremely helpful in getting our company off the ground in a number of ways. He referred us
to a law firm with expertise in start-ups, especially regarding securities law for private companies. He
introduced us to a small accounting firm with a good understanding of our type of business. He also served
as a critical reference in establishing our credibility with the venture investors. Once the company was
incorporated, he made a significant cash investment, and joined our board of directors (where he serves to
this day). Perhaps most important, he provided encouragement and advice that helped give us the
confidence to start the company in the first place.

Since that time, the breadth of my perspective has increased and it seems to me that virtually all successful
start-up companies have somehow benefited from the help, counsel, and encouragement of entrepreneurs
like Jeff Nash. I believe America’s large base of experienced mentors is truly a national treasure, and one
of the key enablers in our nation’s enviable small business growth engine. I know that in our case in
particular, he was more motivated by a desire to help, than by the prospects of financial return from our
nascent venture. I don’t think this is at ali unusual. I think we should appreciate and respect the
contributions these entrepreneurs and mentors make and the risks they take when they help people like me
start a new business.

One of the areas we should be sensitive to is the risk of successful entrepreneurs being treated as “deep
pockets™ in litigation surrounding the inevitable number of failures associated with risky new ventures.
Surely, corporate advisers and directors for companies of all sizes must be responsible for their actions, but
if we are not sensitive to the risks they take, then we jeopardize one of our country’s most valuable and
unique resources in new business formation.

Role of SBIR in the company’s growth

Given the importance of funded, product-oriented R&D in our business strategy, the federal SBIR program
was a key enabler in our growth. ViaSat has been one of the most successful companies ever at converting
SBIR R&D funding into commercially viable “Phase I1I” business.
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1 believe the SBIR program is probably the single most effective government program for economically
fostering the growth of both small business and innovation.

ViaSat’s first direct government program was a $50,000 SBIR Phase I contract for a very ambitious and
complex communications environment simulator for the Naval Air Warfare Center at Patuxent River NAS,
Maryland, awarded in 1987. Our Phase I performance earned an additional $500,000 in SBIR Phase I
funding. Since then, we have received over $40 million in Phase HI contracts from the Navy, the Air Force
and prime contractors for products directly derived from those SBIR awards.

Based on competitive bids and reviewing comparable products from very large defense contractors, we
believe that our innovative solution has saved taxpayers at least an additional $40 million in procurement
costs to date. That is, competing systems, without the innovative technology developed under our SBIR
funding, would have cost the government at least twice as much as ours.

We have repeated this type of success in several other business areas, generating over $100 million in
Phase III contracts in several different areas, with similar savings relatively to comparable products offered
by large defense contractors.

Recently, ViaSat was designated one of the only two qualified US sources competing for manufacture of
the MIDS (Multifunction Information Distribution System) Low Volume Terminal, with a potential US
DoD multi-year production contract value of close to $1 billion (not counting potential international sales).
The SBIR program has been instrumental in enabling us to compete effectively against a joint venture
formed by two multi-billion dollar corporations.

Clearly, the SBIR program, as it currently exists and as it’s currently implemented, works. We are
especially appreciative to have a dedicated group of motivated and resourceful SBIR program managers in
each of the military services. I think that one of the best things about the SBIR program is the mindset that
it engenders — that great things can, and should, be accomplished with relatively small amounts of well-
conceived R&D funding. This is completely consistent with the entrepreneurial spirit of high tech start-ups.
1t is certainly a mind set that ought to be nurtured and encouraged in the government R&D and
procurement environment.

In the spirit of improving on an already good thing, I would like to make a few observations about the
SBIR program based on ViaSat’s own experience.

1. While the SBIR program was a major factor in our growth and success, it alone is not sufficient to
sustain a very thinly capitalized bootstrap company. There are several issues including: relatively long
funding gaps between Phase I and Phase II contracts; inevitable glitches in contract timing and awards due
to the underlying R&D budgeting and contracting process that drives SBIR funds; the specialized contract
and administrative expertise required to navigate the contracting process; issues regarding rights in
technical data; and others.

T do not, however, necessarily advocate changing the SBIR program itself to address these issues. It is not
necessarily healthy for small businesses to be overly dependent on SBIR contracts. Most of these SBIR
issues are artifacts of being administered within federal contracting agencies that are working bigger issues.
However, one of the key benefits of the SBIR program is that it is administered within the same channels as
“mainstream” programs. This helps gives awardees access to the funded programs and contracting agencies
that are the target markets for the SBIR innovations.

We would suggest that the government continue to educate small business that SBIR funding is intended to
be a means to an end — not an end in itself. Small businesses ought to be encouraged to establish a business
model and capital resources that, early on, are robust enough to handle these SBIR contract administration
issues.

2. We believe that one of the main advantages of the SBIR program is the contracting and procurement
environment that it establishes. That is, SBIR encourages investigation of high risk/high payoff solutions’
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through small, incrementally funded contracts. SBIR contracts are often tolerant of the associated
technology and programmatic risks. This is in contrast to the more typical low risk/low payoff environment
for large government contracts. We think this mindset can and should be extended to more mainstream
R&D programs, even those involving large government contractors.

This approach requires more advanced planning, but can have two key benefits: a) creating an environment
that values innovation and promotes competition among smaller businesses and giant conglomerates on a
more level playing field, and b) creating the opportunity to substantially reduce procurement costs through
an acquisition strategy that methodically mitigates risks associated with innovative solutions that might
otherwise be prematurely rejected.

3. Given the incredible level of consolidation in the defense industry, the government may wish to
reconsider its definition of a “small business™ for SBIR purposes.

The current definition is 500 employees, which was set at inception, many years before the industrial
consolidation of the post Cold War period. Compared to the dominant defense primes such as Lockheed-
Martin, Boeing, and Raytheon, even a 1,000 person company doing $200 million in annual sales is a very
smail company, indeed. We believe that increasing the size limit would increase the effectiveness of the
program, without necessarily damaging its value to start-up businesses.

4. The SBIR program is intended to provide specific contracting advantages to small businesses.
However, it is often administered through program offices that are experienced in contracting only with
large companies on terms that are more advantageous to the government. For a variety of reasons, some
program offices may perceive SBIR contracting terms to be inconsistent with the best interests of the
government, particularly regarding rights in technical data, despite explicit legislation to the contrary. We
have found on several occasions that it would be helpful if procurement agencies had a better appreciation
of Congress’ “big picture” intent to pro-actively support small business through the rights in technical data
provisions of SBIR contracts.

Process of going public

ViaSat began the process of going public in 1995, completing our IPO [Initial Public Offering] in early
December, 1996. The decision to go public was considered carefully and was motivated by several major,
yet commonly considered, factors:

® A desire to raise additional equity capital at a favorable valuation relative to that believed attainable
from late stage private venture capital investors. By this time the company had incurred a significant level
of revolving credit debt relative to its equity base.

* A desire to provide increased liquidity to both preferred and common shareholders who had held stock
in the company for a long time (ten years).

e A desire to keep the company independent in order to create an environment for continued growth
through preserving the board of directors, management team, and corporate culture.

¢ Enhanced ability to quickly raise additional capital to address market opportunities.

¢ Beliefthat listing as a public company would increase the company’s perceived stature — which would
be a factor in competing for international and commercial contracts.

The board of directors, at the start of the [PO process, consisted of 4 “outside” directors and one insider
(the CEO). Three of the outside directors were also on the boards of venture-backed companies that had
successfully completed IPO’s and were currently publicly traded. Both the board and management believed
that they appreciated the benefits and disadvantages of being publicly traded and were in a position to
render informed opinions in favor of an IPO.
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The board also sought informed outside opinions from prospective investment bankers, legal counsel, and
our outside auditors regarding potential valuation and the perceived public market demand for our stock, as
well as any unique risks associated with our business strategy. We evaluated and tracked valuations of
comparable already-public companies to form our own opinion of the company’s value. We also
recognized the uncertainty of completing an initial offering in a volatile stock market, and believed the
company’s financial position could tolerate a failed IPO.

During spring of 1996 the company assembled a team consisting of three investment banks, experienced
legal counsel, and our public auditors to begin the IPO process. Despite our belief that we understood and
were prepared for the offering process, we found that it took much longer than we expected, and absorbed
much more executive management time than we thought it would. This was driven primarily by market
factors including the volatility of the stock market; fluctuations in the valuations of comparable companies;
assessment of the receptivity of public investors to IPO’s in general and for micro caps in our field in
particular; and our team’s efforts at developing an offering prospectus that fairly captured the risks and
opportunities associated with our business.

In general, there were little or no issues regarding SEC review of our offering documents. We attribute this
to the strength and history of the company, the expertise and experience of our [PO team, as well as a
positive and constructive approach by the SEC.

One area where we invested significant pre-IPO effort was with regard to “cheap stock” — i.e. the perceived
difference in value between the most recent private offerings of stock and/or options compared to the
expected IPO price. This was a challenging issue for us because of several factors:

e Jtis a “hindsight” test. That is, the “cheap stock” issue cannot be considered by the SEC until after
many unknown (and unknowable) events have aiready unfolded.

e Our capital strategy involved an ongoing and steady stream of common stock sales and/or options to
employees.

e There were several key variables that were still to be determined between the time that the last private
offerings were to occur and the IPO was anticipated that would have a material impact on valuation. These
included potential contract awards, as well as completion of significant R&D milestones under existing
contracts.

e The timing of the IPO itself was uncertain due to stock market volatility.

Ultimately, there was no SEC contention relative to “cheap stock”. The company took several prudent steps
to mitigate risk associated with this, including: obtaining outside appraisals of the company’s value prior to
the IPO; and carefully managing the timing, and valuation of private offerings prior to the IPO in the
context of the outside appraisals. However, I believe additional objective SEC guidance regarding the
cheap stock issue may be useful to companies, given the potential post-IPO impact of an adverse
determination.

Overall, our IPO was successful and our stock was stable in the after-market. We believe that the SEC
acted in a timely and constructive manner.

In retrospect, there are certainly things that we could have done better in managing the offering process, but
those were almost completely due to our own inexperience. Most of these factors involved managing the
road show process, including selection and timing of investor meetings, and the timing of the offering date
itself with respect to the holiday schedules. Some of these factors may have been influenced by the
relatively small size of the offering in the context of the market as a whole (approximately $20 million
total).
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Probably the single greatest risk factor was the volatility of the stock market. This influenced the length of
time involved in creating the offering prospectus, as well as the timing of the offering itself. We cannot
identify anything the government could or should do about this risk. We would strongly advise companies
considering an IPO to have a contingency plan in the event that market conditions prohibit, or substantiaily
delay, the completion of an offering.

Life as a public company

ViaSat has been publicly traded for almost 3 years. During this time our révenues and earnings have
increased relatively consistently to almost triple their levels at the time of the IPO. Still, our stock has both
risen and fallen significantly several times in this interval. While it is not always possible to attribute
market volatility to specific events, we appreciate that there are many factors involved, including:

e Availability and attractiveness of other investment opportunities.
» Changes in investment strategies of investors over time.

e Market structural factors, including the relatively small amount of our stock available for public
trading.

o Company performance factors other than earnings, including new contract awards, and the mix of
commercial and government contracts.

» Outside events impacting perceptions of future prospects for our markets in satellite communications,
defense communications, or specific international markets.

Over this time, the board of directors and management have continued to explore, consider and evaluate
alternative strategies to create and increase shareholder value. We have primarily focused on sustained
internal growth. Since the company has been profitable in the intervening time, we have been able to
reduce debt, grow our asset base, and increase our cash position compared to our situation immediately
following the IPO. We believe the IPO accomplished its intended purposes of strengthening the balance
sheet, improving liquidity for long time shareholders, and positioning the company for continued growth.

We believe that we entered the process with “open eyes” regarding life as a public company, especially
with regard to pressures from Wall Street to provide steady and predictable quarterly earnings growth. Still,
life as a public company is not always exactly the way we expected. In particular:

e Employees consider an IPO as a watershed event. Even though there is the potential for even greater
shareholder value creation as a public company —employees may perceive that most of the value they might
earn has already been realized at the IPO. The net result is that employee turn-over may increase, with a lot
of that associated with people joining other pre-IPO companies. It takes very careful and thoughtful
communication on the part of the company to address this perception while fairly representing both the
potential returns and risks associated with its now-public stock.

o The general volatility of the public stock markets makes it more difficult for employee/shareholders to
associate steady company growth with a steadily increasing company market value. This is somewhat taken
for granted as a private company, but that impression is clouded in a volatile public market. The result is
that employees can begin to feel that their individual efforts (which management directs towards company
growth) are no longer directly connected to their stock price. It takes a lot of very careful communication to
address this perception, as well.

o Communicating with public shareholders is much more complex and time consuming than it was as a
private company.
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+ Employees become acutely aware of the effect that Wall Street has on stock valuation. Prior to an IPO,
employees are more likely to assume that management does things “that make sense”. After an IPO,
employees may believe that management takes actions that are driven by anticipated Wall Street reactions
to near term quarterly results — with associated negative connotations regarding their assessment of the
company’s long term strategy.

s Given the underlying, and apparently increasing, volatility of the stock market in general, combined
with the inherent unpredictability of our high tech business, a significant amount of executive management
attention is consumed with working to mitigate the ever-present risk of sharcholder “strike suits”.

Recommendations

In conclusion, I would like to reiterate that we believe the US entrepreneurial environment and capital
markets are the best in the world. From our perspective, the government has fostered an excellent
environment, offering a broad range of opportunities and choices for capital structures. The SBIR program
is an excellent additional resource for R&D funding. We would propose that Congress consider extending
the size limit associated with SBIR to better reflect the current state of defense industry consolidation.

Of course, the favorable environment, in itself is in no way a guarantee of success for entrepreneurs or
investors. It still requires a combination of innovation, determination, preparation, skillful execution, good
timing and at least a little bit of luck to be successful in executing an IPO. In particular, it seems to me that
far more of the risk is due to the volatility of both capital markets and global high technology product
markets themselves than the government’s methods or processes for regulating IPO’s.

From my perspective, the one issue that we would very much like to see the government resolve more
clearly is in regards to shareholder “strike suits™. This is not just a small-business issue, nor is it necessarily
an IPO related issue. But it is a major factor in the life of small public companies. A strike suit can be
particularly devastating to a small company with limited management “bandwidth” especially given that
they generally hit when management is simultaneously consumed by some unpredictable (or unknowable)
underlying business condition that brought on the stock decline that triggered the suit in the first place. Of
course, we do not advocate undermining the rights of investors to remedy fraudulent actions. We simply
suggest that the government could even more clearly delineate, and enforce, safe harbor provisions that
define the bounds of acceptable behavior.

And finally, in response to the requirements for disclosure of federal grants and contracts as required under
the terms of rule XI, clause 2(g)(4) of the Rules of the House of Representatives we have submitted copies
of ViaSat’s annual reports for the prior two fiscal years.

Thank you once again for this opportunity to present our story.
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WRITTEN STATEMENT OF THE NORTH AMERICAN SECURITIES
ADMINISTRATIORS ASSOCIATION

House Small Business Committee
Government Programs and Oversight Subcommittee

Hearing on “Going Public” Issues
October 14, 1999

The North American Securities Administrators’ Association (“NASAA”)! welcomes the
opportunity to provide input as the Government Programs and Oversight Subcommittee
of the House Small Business Committee holds a hearing on “going public” issues.

The states have long been leaders in developing and administering programs that
facilitate small business capital formation. These efforts consist of specialized
registration and exemption programs designed to help local entrepreneurs raise seed
capital to expand their businesses through small stock offerings; review programs that
create uniformity and decrease costs and effort; and outreach efforts and technical
assistance to help small businesses through the regulatory process

Registration and Exemption Programs

SCOR. One of the biggest hurdles facing a small business that wants to sell its securities
is the cost associated with preparing an offering. Legal fees alone for a typical small
offering can amount to tens of thousands of dollars. The “Small Company Offering
Registration” (SCOR) program addresses this problem through the use of a question-and-
answer, fill-in-the-blank offering circular that is designed to lead an issuer through the
process of creating an offering circular or prospectus that adequately discloses the
features and risks of the offering. In addition to the form itself, the states have created an
Issuers Manual that explains each question on the SCOR form in detail, points out
common pitfalls, and provides sample responses to certain questions. NASAA recently
approved changes to the SCOR form and accompanying manual to make it more user-
friendly for both issuers and investors

! The oldest international organization devoted to investor protection, the North American Securities
Administrators Association, Inc., was organized in 1919. It is a voluntary association with a membership
consisting of the 66 state, provincial and territorial securities administrators in the 50 states, the District of
Columbia, Canada, Mexico and Puerto Rico. In the United States, NASAA is the voice of the 50 state
securities agencies responsible for grass-roots investor protection and efficient capital formation.
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Once the SCOR form is completed, it must be reviewed and approved by state securities
regulators. Ifit is a multi-state offering, one state regulator may take the lead in working
with the issuer, consolidating comments by other state regulators. This process is
described in our discussion of Regional Review, below. The approved SCOR form is
used as the offering circular for the offering and the offering can be made “publicly,”
meaning that the offering can be advertised in the newspaper, on radio, through mass
mailings, or any other public means.

SCOR was first adopted more than a decade ago and is currently used in approximately
47 states. More than 1,100 companies across the country have used the SCOR program
to sell shares to the public. These companies range from microbreweries to small banks
and technology startups.

Offerings using the SCOR form are made in reliance upon one of three exemptions from
federal securities registration: the intrastate offering exemption (SEC Rule 147), Rule
504, or Regulation A, where the SCOR form is called “Model A”. SCOR offerings are
typically small. Federal Rule 504 is limited to offerings of $1,000,000 or less, while
Regulation A is capped at $5,000,000. These offerings are generally too small to result in
a listing on NASDAQ or any of the national or major regional stock exchanges.

Model Accredited Investor Exemption. In April 1997, state and provincial regulators
approved the Model Accredited Investor Exemption (MAIE), which provides an
exemption from state securities registration requirements to small businesses offering
securities to accredited investors. The MAIE is based on the premise that accredited
investors, defined by the SEC as wealthy individuals or institutional investors, are
capable of undertaking their own due diligence and gauging the risk factors before
making any investments. At the federal level, MAIE works with the SEC Regulation D,
Rule 504, to provide an exemption for offerings up to $1 million. The SEC has the
authority to adopt a rule that would allow offerings up to $5,000,000. It has previously
used this authority to adopt Rule 1001, which provides a $5,000,000 exemption for
offerings made pursuant to California Rule 25102(n).

Thirty-three states plus Puerto Rico and the District of Columbia have adopted a form of
this exemption and seven more states have bills pending in their legislatures. Use of the
mode] accredited investor exemption has resulted in greater use of the Small Business
Administration’s Angel Capital Electronic Network (“ACE-Net”), which provides
Internet access to “angel” or accredited investors looking to invest between $250,000 to
$5 million of seed and startup capital in small businesses.
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Review Programs

Coordinated Equity Review (“CER”) is available to issuers seeking to sell equity
securities. It provides a uniform state registration procedure designed to coordinate the
blue-sky registration process in all of the states in which the issuer seeks to sell. In
addition to creating uniformity in the review, the program is designed to expedite the
registration process, saving the issuer time and money. Of the 42 state securities agencies
that register these types of offerings, 38 are currently participating. CER is designed to
target stock offerings on the NASDAQ Small Cap, over-the-counter, and other small
exchanges. The size of these offerings typically ranges from $5 million to $20 million
dollars.

Pennsylvania is the coordinating state for CER. Instead of a company having to deal with
each state individually, the program calls for Pennsylvania to designate two reviewing
states — a lead disclosure state and a lead merit state. These two states canvass all other
states and formulate one set of regulatory comments for the company. Comments are
based on a uniform set of standards that the CER states have agreed upon. Once all
regulatory comments are satisfied, the lead states notify all other states in which the
company has filed to sell its securities that the offering is ready for registration. This
process effectively shifts the compliance burden of collecting and synthesizing regulatory
comments from the company to the states, saving small business much time and effort.

Thirty-two companies whose offerings ranged from $2.8 million to $36.9 million have
taken advantage of CER since it began in June 1997. The issuers have praised the
program as greatly streamlining the blue-sky registration process. Said one participant:

“T recently participated in the CER program with a form SB-2 and was
satisfied far beyond my expectations. We cleared approximately 37 states
in three weeks even though the offering presented many of the common
merit issues, which normally would have been significant obstacles to
registration in many states. I would not hesitate to do it again and would
never revert to doing an offering the ‘old fashioned” way.”

Regional Review. Regional Review is a coordinated effort for small regional public
offerings of securities that are exempt from SEC registration under Rule 504 or
Regulation A. Similar to CER, Regional Review provides a uniform state registration
procedure designed to coordinate the blue-sky registration process in all states in the
region in which the issuer seeks to sell. In addition to creating uniformity in the review,
the program is designed to expedite the registration process, saving the issuer time and
money.
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As in CER, a single state is responsible for coordinating the review of all other members
and communicating with the issuer to resolve outstanding comments. Once the lead state
clears the application, all participating states agree to clear it as well. There are currently
four participating regions — the Western, Midwestern, Northeast and Mid-Atlantic regions
encompassing 33 states.

Outreach Efforts and Technical Assistance

State securities regulators reach out to small business issuers in many ways. Most states
have web sites that offer access to forms, regulations, frequently asked questions and
other useful information. In addition, states provide local companies and entrepreneurs
with a great deal of “hands on” assistance in completing registrations or obtaining
exemptions for securities offerings. With the closure of several SEC Regional and
District offices, states are now often the only local regulatory agency available to assume
this role. 'We meet regularly with local companies that wish to sell securities to explain
procedures and assist in compliance with state and federal laws.

States have long realized the important role they play in small business capital formation.
With the enactment of NSMIA, states were able to better concentrate their corporate
finance resources on small, local offerings. State regulators are small business experts and
many states have programs devoted to reaching out to and assisting the small business
issuer.

Conclusion

NASAA continues to pursue initiatives that move toward the goals of assisting small
businesses through the capital raising process and enhancing regulatory coordination. We
commend the Subcommittee for holding this hearing and look forward to working with
you on “going public” issues as well as others impacting the small business community.
For more information, contact Deborah Fischione, NASAA’s Director of Policy and
Office Management at 202-737-0900.



